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During the Middle Ages it was 
generally believed that the earth was flat. In 
our age of geographic enlightenment it is hard 
Ui understand how the intellectual arbiters of 
that epoch contrived to maintain this belief, 
and why mariners never tested the belief by 
sailing to the end of the earth in order to find 
out what it really was like. Russian school- 
children, it is said, cannot understand why the 
working people of other lands are so foolish as 
to tolerate the capitalist system. No doubt it 
will be marvelled in a future age that with all 
the patent contradictions and insufficiencies 
of the nineteenth century economic structure, 
so few people set themselves to enquire into the 
basic causes. Just as we now stigmatise the 
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Middle Ages for their witchcraft, so it will be 
then said of us, that with millions . underfed, 
underclothed, overcrowded, diseased, ignorant, 
we forced millions to remain idle, though 
clamouring for work. 

I suppose many thinking people are tired of 
this Poverty amidst Plenty talk. More exactly, 
they shirk the nervous strain of thinking about 
something unpleasant. How easily the eye hastily 
shuns gloomy news of rising unemployment ! 
For presuming to write upon a subject at 
once so disturbing and so commonplace, the 
author would fain tender his apologies, but 
that the answer to the dilemma is still playing 
truant. 

Neither the professional bourgeois economists, 
nor the “crank” amateurs have solved the 
central contradiction of our age. For having 
even broached the problem, the author will no 
doubt be dubbed “crank”, for he has violated 
the taboo of respectable political economy. 

Yet it is not for those who themselves have 
failed, and even given up the trying, to deride. 
The modem bourgeois schools are never tired of 
declaring Karl Marx “out-of-date” and “dis- 
proved”, at a time when our economic difficulties 
show modern bourgeois theory to be largely 
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irrelevant. Meanwhile the millions remain short 
of food and clothing and houses. With over 
1,500,000 unemployed, we are told (1937) that 
we must damp down the “boom”. 

Diagnosing our present troubles as “growing 
pains” {Essays in Persuasion), Mr. Keynes says 
that we may confidently expect the British 
standard of life to be four to eight times as high 
in one hundred years’ time. Imaginations are 
flushed by the vast new productive powers which 
science is putting at the disposal of society. We 
are tantalised with the possibilities of a one- 
hour working day, with the universal enjoyment 
of that standard of life at present restricted to 
the few at the top. It comes as a shock that a 
7|-hour working day is “quite beyond the 
financial resources” of the London Passenger 
Transport Board. At a recent teachers’ con- 
ference, it was related how children in Cumber- 
land were given eggs and did not know how to 
eat them because they had never had them 
before. Children in Barnsley had refused custard, 
butter and bananas, because they did not know 
if they would like them.^ 

Where is the barrier between the utilisation 
of these productions forces and the viciousness 

^ Conference of National Federation of Class Teachers, Sept. 1937 
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of the modern world? The economists cannot 
answer. The public, bewildered, has no faith in 
the experts and would agree with Hartley 
Withers^ that “those among the rest of us who 
have ever tried to get light from economics, 
while we grope our way to a solution of our 
present difficulties, have generally found that 
its exponents usually contradict one another 
and often also themselves. ...” 

A typically passive fatalistic attitude to the 
future of our civilisation is revealed in the film 
“Things to Come”, purporting to be based on a 
book by Mr. H. G. Wells. The first part of the 
story, leading up to the destruction of society 
by a world war, and a reversion to a primitive 
economic system, contained little beyond the 
bounds of possibility — until a symbolic race of 
scientists drop like the deus ex machina out of the 
sky, to take charge of society in the last stages 
of self-annihilation, and lead it to the era of 
prosperity. Where they came from was not at 
all clear, nor how they had managed to escape 
being drawn into the universal destruction. 
Sir Josiah Stamp, in his presidential address to 
the British Association (1936) must also have 
recourse to the deus ex machina in the form of a 


* Sunday Times ^ Oct. 4th, 1936. 
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“benevolent dictator” who will apply our 
modern Ijnowledge of diet “and increase our 
stature by two inches”. This address was nothing 
more than a cry for a solution of the economic 
dilemma. He voiced the inner feeling of many 
scientists in that gathering who must have 
noticed that their researches were only sure of 
utilisation when they devised new engines 
of destruction. If a scientist invents a method of 
producing goods with less human effort, and 
thus, as he may think, enrich mankind, he is the 
more likely accused of throwing men out of 
work. There is no doubt that Stamp’s complaint 
against the economist expressed the feeling of 
frustration in that assembly. Taking as his 
subject the reactions of science upon society, he 
deplored that “the economist, perhaps more 
surprisingly, rarely acknowledged any duty to 
study this phase of his subject”. It is indeed 
astounding that the economists should refuse to 
investigate this most critical of economic prob- 
lems. After years of the ravages of the economic 
crisis, no economist can tell us how to link up 
our productive forces with the demands of a 
poverty-stricken humanity. Why should it be 
necessary for Sir Josiah Stamp to appeal to them 
to make this a subject of “specialised research”? 
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Mr. Frank Murphy, Chairman of Murphy 
Radio, Ltd., asked the professional economists 
pointedly^ how they would propose to raise the 
standard of living. He challenges them to do one 
of three things: 

“(a) State that it is not a fair question to 
address to - the professional economic, 
giving their reasons, 

“ ib) Outline constructive proposals. 

“ (r) State that they are not capable of making 
proposals.” 

The only person who attempted to give an 
economic answer was Commander Stephen King- 
Hall. No single professional economist took up 
the challenge. Nor have the professionals fared 
any better in interpreting the recent great 
depression. “It is a melancholy reflection,” 
remarks the Ecommist,^ “that the depression 
of 1929-33 has come and (perhaps) begun 
to go, and yet our understanding of the trade 
cycle is scarcely greater than it was before. The 
crisis has produced a vast outpouring of books, 
pamphlets, and official reports; and the opinions 
of economists have inclined this way and that 


^ Economist, Jeai» and, 1937* 


• Sept, 9th, 1933. 
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with the swing of events, only to return, in most 
cases, to an intelligent scepticism as the attitude 
best fitted to so complex and baffling a problem.” 
In that last score of words is summed up the 
renunciation by the bourgeois school of any 
scientific treatment of the dilemma of purchasing 
power. What scientist would dare to admit that 
he found the problems in his own field of re- 
search so “baffling” that he gave up the task, 
and relapsed into an attitude of “intelligent 
scepticism”? This is precisely Mr. Dennis 
Robertson’s reaction when he states: ^ “I believe 
that the trade cycle, for mysterious reasons of its 
own, did begin on the up-grade in the middle of 
last year.” Is this the frame of mind of the 
twentieth-century scientist, or the Babylonian 
astrologer reading the heavens? Not only 
does this economist, a typical representative 
of the bourgeios school, admit blandly that 
he does not know the causes of the trade 
cycle, but adopts a mystical, attitude which 
precludes scientific investigation. The econo- 
mists may retort that in every field of science 
there are unsolved problems, the origin of life, 
the nature of space and matter, the formation 

* Speaking at the Liberal Summer School, reported in The Times, 
Aug. 9th, 1933. 

Bl 
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of the solar system. True, but despite the enor- 
mous difficulties of investigation — ;difficulties 
which the economists are spared — scientists do 
not renounce their calling. Research into the 
problem of purchasing power and recurrent 
economic crises presents few difficulties. The 
relevant data dealing with the workings of our 
economic institutions, with bank credits, outputs 
of firms, prices of commodities, wages, unsold 
stocks, employment, are already at hand or 
could be collected at little expense. No lack of 
statistical evidence can be pleaded. At a point 
where the facts demand attention, the bourgeois 
schools have not the courage to collate them 
into a positive theory. Economic theory is iij 
a state of anarchy, like the system from whiclij 
it springs. 

This characterisation of the bourgeois econo- 
mists would be too sweeping if it did not make an 
exception of Mr. J. M. Keynes, whom no one 
would accuse of a lack of courage in formulating 
theories. His complaint is rather too great a 
“propensity” to General Theory, no sooner 
propounded than discarded. The Mr. Keynes of 
1936 renounces the theoretical edifice of the 
Mr. Keynes of 1930. Whereas in the Treatise on 
Money our economic troubles consisted in the 
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inability to make investments equal the volume 
of savings, we learn in his latest work^ that 
investment must equal savings, whether we want 
it or no. One can imagine that the lesser priest- 
hood, once already led to say blasphemous 
prayers, are wary of accepting the new incanta- 
tions. Who is to know whether the Mr. Keynes 
(1938 or 9) may not declare Mr. Keynes (1936) 
a heretic? 

Mr. Keynes must be congratulated, however, 
for showing no symptoms of the “intelligent 
scepticism” which is paralysing his colleagues. 
He hears the challenge of society to the econo- 
mist. In the preface to his latest work he (quite 
correctly) criticises his Treatise in that “the 
dynamic development was left incomplete and 
extremely confused” (p. vii). In the newest 
work he promises us “ a study of the forces which 
determine changes in the scale of output and 
employment as a whole”. Surely this is the kernel 
of the problem, to be able to understand, with a 
view to regulating if possible, the amount of 
commodities produced and of men employed. 
Such considerations naturally call to mind our 
modern mass production processes, with the 
specialisation of labour and scientific technique, 

^ General Theory qf Employment^ Interest and Mon^. 
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resulting in a constant saving of human effort, 
and an ever-growing output of commodities. 
Lest any reader should minimise the significance 
of this phenomenon as a “dynamic” factor, it is 
well to give some indication of the strength of 
this trend. Between 1922 and 1927 in the U.S.A. 
the output per man was raised by 3-5% per 
annum. The total increase in labour productivity 
between 1925 and 1929 in Germany amounted 
to no less than 27*5%, or 5% annually.^ Even 
from 1924 to 1930 in Great Britain, a period 
often characterised as one of technical stagnation 
compared with advances in other countries, the 
output per head of workers in the chief manufac- 
turing and mining industries increased by as 
much as 21% (3 '2% annually).* Yet in nearly 
four hundred pages of scholarly reasoning devoted 
to the study of the dynamics of output, Mr. 
Keynes fails to give the least consideration to 
this pre-eminently dynamic phenomenon. In 
the whole of the work, and ironically enough 
in the chapter headed “The General Theory of 
Employment Re-stated”, he gives it but one 
mention — to say that he will ignore it — “We 
take as given . . . the existing technique.” 

^ League of Nations, Course and Phases of the World Economic Depression* 

* Statist, June 21st, 1930. 
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How, we ask, can the general theory of employ- 
ment be stated without considering that every 
year fewer men are needed to produce the same 
output, and that in consequence, there must at 
least be a tendency to dispense with men? Has 
this really no bearing on the theory of employ- 
ment?^ 

At this point we are brought to the theme of 
this essay. It is an attempt to give a theoretical 
outline of that dilemma of purchasing power or of 
“distribution” which has come to dominate the 
economic activity and hence every aspect of the 
civilisation of the capitalist world. No attempt is 
made to write an economic history of capitalism. 
Facts are only given for illustration, or to test 
the prima facie probability of the conclusions 
reached at each stage of the argument. Much 
of the theoretical exposition will be familiar to 
the “professional” but it is not for him alone 
that the analysis is intended. While it has been 

1 Let the reader compare this gap in Mr. Keynes’s most recent 
theoretical formulations with the following extracts from an 
Essay, ‘Economic Possibilities for our Grandchildren,” written 
by Mr. Keynes, in 1930; 

“The increase of technical efficiency has been taking place faster 
than we can deal with the problem of labour absorption:” 

“It is safe to say that technical efficiency is increasing by more 
than one per cent per annum compound.” 

“We arc being afflicted with a new disease of which sornc readers 
may not yet have heard the name, but of which they will hear a 
great deal in years to come — namely, techmlogical unemployment,^* 
(Italics by J. M. K.) 
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found necessary to embark upon lines of reason- 
ing to which the reader without special training 
in economics may not be accustomed, every 
effort has been made to make the text compre- 
hensible to the non-expert. 

There is probably no single idea in this work 
which has not been already stated by someon? 
else. Certainly Karl Marx understood and 
described the main processes herein studied. 
And I believe that only Marx’s analysis of the 
capitalistic productive relations can demonstrate 
convincingly why our present economic diffi- 
culties are things which must be, so long as these 
capitalistic relationships persist. Furthermore, 
Marx’s economic terminology is the best for his 
analysis, and indeed necessary thereto. Neverthe- 
less, I have not used the specifically Marxian 
economic terms in this essay, firstly because 
it has not been my object to re-state Marx’s 
basic theory,^ and secondly, because they 
may cause misunderstandings and difficulties to 
all but the very few who are conversant with 
them. 

Finally, it must be borne in mind, that while 
Marx laid bare the inherent weaknesses of 

^ Those who require a short and clear exposition of Marx’s theory 
of value cannot do better than refer to John Strachey’s Natufi qf 
Capitalist Crisis. 
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capitalism, he did not live to see them reach 
their clin^ax, and could not, therefore, study 
them in their fullest detail and development. 
The purpose of this essay is no more than to give 
a summary of the principal of these weaknesses 
as we are able to see them now. 
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The market controls capitalist production — ^The concept of 
finished goods — Its relation to “consumers’ goods” and 
“capital-goods” — The ultimate importance of consumers’ 
purchases — ^The volume of purchases — And purchasing 
power — The constituent parts of the market. 


“The limits of production are determined, 
not by the number of hungry bellies, but by 
the number of purses able to buy and to pay,” 

(F, Engels to Lange, 1865, 

The po PULATiON OF the world, exclud- 
ing Russia and China, is estimated to have 
increased by 13% between 1913 and 1929. 
The production of wheat did not increase by a 
similar extent, — only by 10%. Yet strangely 
enough, stocks of wheat increased from year to 
year, until, in 1929, they had swollen to twice 
their normal size. “ If there was overproduction, 
therefore, it must have been caused by a falling 
off in demand.” Such is the phlegmatic conclu- 
sion of the League of Nations Committee of 
Economic Experts.* But why the falling off in 

^ League of Nations, Course and Phases of the World Economic Depression* 



26 CAN CAPITALISM LAST? 

demand? Are we really to believe that the world 
has reached such a state of well-being that 
people are eating less bread in favour of more 
varied foods? Again the League of Nations 
experts supply us with an answer: “While a 
world wheat surplus threatens economic stability, 
pellagra and beri-beri, both diseases which the 
consumption of wheat would eliminate, continue 
to take thousands of lives every year.”^ Engels’s 
observation of seventy years ago has become one 
of those platitudes which it is found convenient 
to ignore. He who does not pay, neither shall he 
eat. A man is a market if he has a purse. No 
matter how many hungry bellies there are, 
hunger can only become a demand on the 
market if it can take the form of purchasing 
power. 

The market is the arbiter of capitalist produc- 
tion. A widening of the market, and production 
races to the new limit. In every industry, in every 
enterprise, the market is the regulator of the 
scale of production. The size of the market says 
how many men shall be employed. If only those 
hungry bellies, those shabby backs, could express 
their needs on the market, the Age of Plenty 


^ Nutrition and Public Health, published by the Health Organisation of 
the League of Nations 1936, quoted by The Times. 
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would be here, gone would be the square miles of 
gaudy advertisements, gone the armies of sales- 
men, the slogan would be Production and Plenty 
and Leisure and Culture. But no! He who doth 
not sell, neither shall he produce. 

The market must be the starting point of any 
study of the stagnation of world production, the 
causes of world poverty, and the periodic crises of 
overproduction and unemployment. For this 
purpose, it will be necessary to split up the 
market into its constituent parts, and enquire 
whether any or all of the parts are capable of 
sufficient expansion to burst the bonds upon 
production. 

First, however, it is essential to be clear about 
the terms that are used, since words about whose 
definitions there seems at first sight to be no 
confusion, may cause an analysis to go awry 
because they have imperceptibly altered their 
meaning. One such term is market, which shall 
be defined as the volume of purchases of 
finished products during any chosen period of 
time. 

The term finished goods needs explanation. 
This means those commodities which, having 
been purchased, come into the hands of their 
consumer or user, and no further labour is 
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expended on them for the purpose of making 
them anything different from what they are. 
They have taken on their final shape, whether 
it be a biscuit, a house, a donkey, a motor lorry, 
or a printing machine, or a battleship or a road. 
On the other hand, wheat, or pig-iron cannot 
be called finished products because no one would 
think of buying them except in order to perform 
upon them some further act of production. 
Even tea in a London warehouse, or canned 
meat in a grocer’s shop, is not a finished product 
in the strict sense of the word, for the last stage 
of production, their placing in the hands of the 
consumers, has yet to be performed. Of course, a 
printing machine will spend the whole of its 
life in the process of production, but it is in the 
production of other commodities, and not of 
itself, that it is engaged. It is being used in 
production, not being produced. It may be 
reasoned that a printing machine, for instance, 
is not a finished product in the most fundamental 
sense, because the values incorporated in this 
machine only receive their final use in the form 
of print. For some purposes, it may be convenient 
to adopt such a definition, but for the purpose of 
studying the market, it is more suitable to define 
as a finished product anything which, after its 
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purchase, has no further work done upon it, bar 
maintenance. 

The logic of the definition consists in the fact 
that every day, with our present industrial 
organisation, quantities of unfinished goods are 
offered for sale, and bought, either to be held for 
speculation, or to be further worked upon. Now 
there would be no sense in adding up the volume 
of these sales in order to measure the market, 
because a product, in the course of its making, 
may be subjected to numerous such sales, and 
so be counted several times in the calculation. 
For instance, the metal contained in a piece of 
iron ore may be sold a dozen times before 
becoming a steel rail. If, however, one firm owns 
all the processes of production, the metal 
becomes acquainted with the market only once, 
in its final form as a rail. No sensible person 
would maintain that because — only, say, one- 
sixth the amount of money payments has been 
made, that the market has shrunk in size. Con- 
sider, as the extreme case, the speculation in 
wheat on the Chicago market. One consignment 
may change ownership fifty times. Eliminate the 
gambling, and the market for wheat is unim- 
paired. Such payments in production, as we may term 
the sums of money paid for unfinished goods, may 
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be ignored here, and considered of no more 
significance than the book entries in the costing 
accounts of any large firm. 

We must note in passing that the difference 
between payments in production and purchases 
constituting the market does not correspond to 
cash or bank payments. Both can be made by 
either means. The only importance which pay- 
ments for semi-finished products have, is that, 
firstly, monetary resources, both in coin and bank 
balances, may be devoted to them, which, if free, 
might increase the purchases of finished goods; 
and secondly, that their continual purchase 
and repurchase may absorb parts of incomes 
which might otherwise be more usefully 
spent. These points are dealt with in a later 
chapter. 

The qualitative difference between a purchase 
in production and a purchase of a finished 
product is seen in this way. If a j{^i 0,000,000 
payment in production is eliminated, the effect 
will be negligible provided mat credit is not 
scarce. On the other hand, the failure of a 
purchase of 10,000,000 of finished goods will 
cause a serious shrinkage in the market, and, 
together with its economic reactions, a con- 
siderable drop in production and unemployment. 
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Similarly, a Stock Exchange transaction of 
;;(^ioo,o 0 o,ooo, given no scarcity of credit, 
will have negligible effects for the purpose 
of the study of the market, but a sudden 
demand for 100,000,000 of finished goods 
may have spectacular effects upon the 
market. 

It follows necessarily from the above definition, 
that when we speak of purchases, we mean the 
removal of finished goods from the process of 
production and distribution, such finished goods 
including of course foodstuffs, shirts, furniture, 
and all that are usually called consumers’ 
goods. 

It will be noted that the concept of finished 
goods cuts across the more general categories of 
“consumers’ goods” and “capital goods”. This 
distinction has its importance in economic theory, 
and is essential, for example, in a general 
description of the capitalist economic processes. 
It will be used froni time to time in this work 
where the argument requires it. At this stage, 
however, the category of “finished goods” 
allows of a more fundamental analysis. A flow of 
money comes on to the market in the form of 
payments for the commodities produced. Once 
an article is finished, it is, in the normal course 
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of things, sold. The act of selling supplies the 
producing industry with the funds with which to 
pay out the incomes which originate from that 
industry. In other words, there is a very close 
relationship between the sale of a finished 
product and the volume of purchasing power 
accruing to those connected with the industry, 
and to the community as a whole. For the study 
of this relationship, it is of no import whether 
the payment is in respect of finished consumers’ 
or goods finished capital goods. In either case 
the firm selling the commodity has received the 
funds with which to pay wages and salaries, 
dividends to the shareholders, and to make 
other disbursements which, to their recipients, are 
incomes. For those who have accustomed them- 
selves to the concepts of consumers’ goods and 
capital goods, and find it difficult to think in 
terms of finished goods, it may be easier to 
consider finished goods as the total of consumers’ 
goods plus capital goods, less raw materials and 
semi-manufactured and untransported com- 
modities. 

Purchasing power, the next term which re- 
quires definition, is not synonymous with the 
volume of purchases, although their interactions 
are so close that one can often use either term 
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indifferently in a general sense. For the purpose 
of an exact analysis, however, it is essential to 
avoid confusion in the use of the two terms; for 
the divergence between the volume of purchases 
and of purchasing power gets to the root of the 
analysis. Of recent years there has been a general 
realisation of the importance of “purchasing 
power” owing to the flagrant anomalies of 
overstocked markets and poverty which has 
puzzled thinking people. Certain non-professional 
economists, chief of them J. A. Hobson, and, 
more lately, Fred Henderson, have quite correctly 
centred their arguments around the problem of 
failing purchasing power. It is the great merit of 
J. M. Keynes that he has forced the professional 
economic world to think along these lines. Since 
the term has been so divergently used, there is all 
the more reason for giving it a precise definition, 
and taking care to use it as a strictly scientific 
concept. 

The idea behind purchasing power is the 
control over commodities given to people by 
reason of their incomes. It is obvious that, in 
general, commodities can only be taken off the 
hands of producers if people buy them, and they 
can only buy them if they have the incomes to 
provide the purchase money. Of course people 
Cl 
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do not dispose of their incomes on consumption 
goods alone. The well-to-do regularly devote a 
part of their incomes to investment, that is, 
they buy capital goods. In either case, whether 
an income is devoted to personal consumption or 
investment, it takes commodities off the market 
and places funds in the hands of producers. 
Secondly, as will be discussed in detail later, 
some people do not spend the whole of their 
incomes, i.e. part of the purchasing power which 
accrues to them is not utilised. The actual 
purchases which people make out of their 
incomes constitutes the bulk of the volume of 
purchases. Except by such extraneous factors as 
the creation of bank credits, which can be left 
out of account for the moment, the volume of 
purchases cannot exceed the bulk of purchasing 
power from which it springs. On the other hand, 
the volume of purchases can be less than the 
originating mass of purchasing power if on 
balance people are withholding part of their 
incomes. Thus we have two variables. It will 
be necessary to examine, firstly, how the volume 
of purchasing power changes, and, secondly, 
how much of this purchasing power comes to 
fruition in a yolume of purchases and constitutes 
a market. 
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What, then, fixes the aggregate of purchasing 
power from which the volume of purchases 
springs? Paradoxically enough, its chief source is 
the volume of purchases. We are faced with the 
old conundrum of the egg and the hen. It has 
been seen how the volume of purchases is fixed 
by the purchasing power. It now remains to 
show how the purchasing power is determined by 
a volume of purchases, not that volume which 
it itself generates, but a previous volume. Earlier 
in this chapter, it was seen how any firm or 
business distributes the proceeds from the sale 
of its products among the different individuals 
attached to it. The firm benefits by other people’s 
purchases ; these funds it hands over to its workers, 
managers, directors, shareholders, etc., as thgir 
incomes or purchasing power. Similarly, the 
volume of payments made to industry as a 
whole is re-distributed and the funds become the 
volume of purchases of the community. Pur- 
chasing power, and the volume of purchases, 
generate each other in never-ending cycles. The 
volume of purchases of one phase becomes the 
purchasing power of the ensuing phase. Out 
of the purchasing power thus generated the 
volume of purchases of the succeeding cycle is 
born. 
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For the purpose of the analysis the description 
above was simplified. In the first place,' a firm 
can hoard part of the proceeds from its sales 
just as an individual can. In this case the volume 
of purchases would generate a smaller pur- 
chasing power in the next cycle. Conversely, a 
business may enlarge the purchasing power by 
disgorging previous hoardings, or by borrowing 
and spending money which the banks have 
created by credit expansion. In the latter case, 
the volume of purchasing power may be enlarged 
so as to be absolutely greater than the purchasing 
power from which the main bulk of it originated. 
Conversely, again, if an industry is repaying 
more bank loans than it is taking out new ones, 
and the banks are contracting credit, then the 
volume of purchasing power distributed will be 
less than the previous volume of purchases. 
Generally speaking, nevertheless, the volumes of 
purchases and purchasing power can be regarded 
as generating each other in a series of cycles. 
This does not mean to say that factors such as the 
provision of funds with which to make purchases 
from other sources than out of the previous 
aggregate of purchasing power can be ignored. 
In fact one disturbing factor, the tendency to 
distribute less purchasing power in the form of 
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wages and salaries because production is becom- 
ing more efficient, will be seen to have very 
deep-lying effects. 

Purchasing power, in summary, can be defined 
as the command over finished goods which is 
given to an individual by virtue of his personal 
income. The individual may choose either to 
buy consumption goods, or buy a machine or 
factory, i.e. invest, or just hoard the funds at 
his disposal. Although the definition covers the 
ability to buy all finished goods, the general 
willingness of individuals to spend their income 
on consumption has a special importance in 
that, excluding production for deliberate waste 
or futility, all production is for the ultimate 
purpose of consumption. One cannot continue 
for ever artificially to stimulate the market by 
the manufacture of capital goods if the volume 
of consumers’ purchases is deficient. In other 
words, it is of no use continually to build factories 
and machines in order to build factories and 
machines ad infinitum. ^ Thus the volume of 

^ Granted that such a way of running an economy would be absurd, 
it may be asked at a later stage in the argument of this book exactly 
why capitalism should not be run in complete defiance of consumers’ 
demand. Why should not industries be run to supply and repair 
machinery, to make and repair machinery, in such a way that industry 
is kept busy because capitalists are creating a never-ending demand 
for capital goods without concerning themselves with the ultimate 
product which the mass of machinery is destined to produce? That 
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consumers’ purchases is not only an important 
constituent part of the market; indirectly and 
ultimately, it is the gauge of the whole market, 
including that part which constitutes capital 
goods, however financed. 

It may have struck the reader as contradictory 
that whereas purchasing power was defined as 
an ability to buy goods, it was referred to as the 
funds at the disposal of the income-receiver. 


this is plainly impossible can be seen in more than one way. (Neverthe- 
less it is important that we do see that it is impossible.) In the first 
place, it is the proceeds of the sale of the final — consumers’ — goods 
which finances ultimately the purchase and repair of machines. Unless 
the firm equipped for the production of consumers’ goods actually 
effected sales of such, it would be quite unable either to buy new 
machinery or maintain such as already existed. Similarly it would be 
unable to borrow money, having no income from which to meet the 
interest charges. And so on, right down the scale. Once the ultimate 
source of receipts — the purchase of consumption goods — has dried up, 
all other industry must come to a standstill. 

Another way of looking at the same problem is to consider all firms 
making capital-goods as an economic group or community. Any such 
group, such, shall we say, as a town, can continue to exist, and grow, 
indefinitely, provided it is economically self-contained, that is to say, 
can provide for all its own wants. If any part of its wants, say, one-fifth, 
must be supplied from outside, it must export one-fifth of its total 
production. In order to enlarge its total production, it must also 
enlarge the volume of extraneous sales. Now capitalists specialising in 
the production of capital-goods are in constant need of funds with 
which to pay wages, salaries, etc., the larger part of such incomes 
being spent on consumption goods, i.e. spent outside the orbit of the 
capital-goods making group. If, therefore, the latter group is to main- 
tain its economic existence, makers of consumption goods, directly or 
indirectly, must buy capital -goods to the same value a.s those engaged 
in the capital-goods-making industries must buy consumption-goods. 
(For ease of exposition, the term “consumption-goods” as used in this 
footnote is held to include all commodities which will be taken off the 
market and are not intended for use in industry, such as battleships, 
public works.) 
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Purchasing power is essentially a commodity con- 
cept, and is measured in terms of commodities. 
Nevertheless it takes a money form. If the pur- 
chasing power, in its outward manifestation 
is in the form of pounds, shillings and pence, why 
is it insisted that it is of necessity measured 
in terms of commodities? Firstly, an ability to 
buy can only be measured in terms of the things 
bought. All of us, on our first acquaintance with 
money, especially bank-notes, must have mused 
that in the money itself there is no value. The 
money only represents a power of appropriation 
over certain commodities. Secondly, a purchasing 
power conceived of only as a given number 
of pounds sterling or dollars would lose all 
usefulness in any theoretical argument if the 
purchasing power of the pound or dollar itself 
were to change. And this is known to be 
constantly taking place. 

Lastly, the concept of money in a modern 
society, with a developed banking and credit 
system, only has any sense as a unit of accounting, 
a yardstick. From the point of view of the 
community any attempt to reckon in quantities 
of money are frustrated in that these quantities 
are not material objects which obey the laws of 
the indestructibility of matter, but are mere 
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claims to commodities, which can be cancelled 
at will by the holders, or not renewed ‘ by the 
issuer. (The much-debated question of changes 
in the general level of prices will be considered 
later.) Finally, certain objections may be raised 
as to the difficulty of measuring a power to 
purchase in terms of commodities, because 
different commodities cannot be added together 
to give a number. For instance, two carrots 
cannot be added to three cabbages as such, 
unless some common characteristic of the two 
vegetables be taken, such as weight, food value, 
amount of labour needed to produce, etc. 
The bourgeois school of economists find 
the same theoretical difficulty in operating 
indices of prices levels. But just as a rise or 
fall in a price-index corresponds with what 
we have in mind when we speak of prices 
rising or falling, so we could compose an 
index to measure what the ordinary citizen 
would understand by a change in his ability 
to buy commodities. 

In the following chapters will be examined 
the constituent parts of the market in order to 
discover exactly why it is subject to the mani- 
fest limitations, and whether these limitations 
are capable of removal. The constituent 
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parts of the market can be catalogued as 
follows : 

1. That part of personal incomes which is 
spent on individual consumption, such as food, 
clothing; also more durable consumers’ pur- 
chases, such as furniture, houses. For our purpose 
it does not matter how long an article lasts. The 
purchase of a private aeroplane will have the 
same effects on the market whether it crashes in 
its first flight or not. The feature of purchases in 
this category is that the buyer has no intention 
of using the articles in production, but only for his 
individual enjoyment. The personal incomes 
must be sub-divided into the following qualita- 
tively different classes; employers' incomes (profits, 
dividends), erriployees’ incomes (salaries, wages), 
and institutional incomes (rents, royalties, interest 
on State bonds, unemployment allowances 
pensions, etc.) 

2. Purchases of finished goods for use in 
production, whether bought by individuals (out 
of incomes, or with borrowed money), by joint- 
stock companies, or governments. 

3. Sales of commodities outside the economy 
under consideration, i.e. to foreign lands and to 
colonial (backward) territories. 
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4. Purchases by public bodies (the State, 
local authorities) of finished goods, i.e. equipment 
not intended for further use in production, such 
as roads, war materials. 

These constituent parts of the market will be 
examined in turn in later chapters. 



CHAPTER II 


THE UTILISATION OF PURCHASING 
POWER 


The relationship between purchasing power and purchases 
expressed as a coefficient, E — Purchasing power devoted to 
investment — Investment in production — Enlargement of the 
market by credit expansion — Unproductive investment — 
Absorption of purchasing power by the financial circulation — 
Bank balances as hoarded purchasing power. 


In the preceding chapter the distinction 
was drawn between purchasing power and the 
volume of purchases. Not every one spends the 
whole of his income. On the other hand, some 
individuals,^ by their ability to borrow, or to 
issue claims to commodities (bank credits) are 
able to spend far more than the amount of their 
incomes. Nevertheless, it has been seen that the 
purchasing power, accruing to the total of indivi- 
duals comprising the community, must have a 
large influence on the volume of purchases, which 
influence it shall be the purpose of this chapter to 
examine. For the sake of brevity we can refer to 
the relationship between the purchasing power 

^ or course everything said about the purchasing power etc. of 
“individuals ” applies equally of companies, institutions, and all other 
corporate bodies capable of receiving and spending an income. It does 
not affect the argument, if, for simplicity, we lump all such together as 
individuals. 
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and the volume of purchases arising from such as 
a coefficient of efficiency of purchasing power (E). 
For instance, if the whole of the purchasing power 
accruing to one individual takes the form of 
purchases, i.e. is spent within a certain normal 
period, we can say that E ioo%. If, on the 
contrary, the individual fails to spend any of 
his income, E = o%. If three-quarters of the 
income is spent, then E = 75%, and so on. 

Although individuals may exercise a certain 
range of choice as to whether they spend or 
hoard, their ability to choose is largely deter- 
mined by the size of their income. A working 
man, for instance, with a family to maintain, 
will save a very small fraction, if any at all, of 
his earnings. We can say that the coefficient of 
efficiency of his purchasing power approaches, 
or is at, the maximum (E = ioo%). 

When considering the E of incomes large 
enough to allow of a certain surplus above needs 
of living, the question becomes much more 
complicated. There is no doubt that if money is 
hoarded in a stocking or a mattress, the E of this 
part of the income = o%. But very few people 
choose this form of saving in these days. Many 
people “save up” in order to make some large 
purchase, or for a holiday, to get married, buried. 
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etc. So long as there are the usual number of 
people indulging in this form of saving on the 
one hand, arid the usual number spending their 
previous savings on the other, there is no effect 
upon the volume of purchases, and E = ioo%. 

The most prevalent form of saving, and that 
with the most complicated effects, is the with- 
holding of a portion of one’s income in order to 
make an investment, that is, to buy an asset in 
some form or another with a view to an annual 
money return. While the act of saving in itself, 
that is, the mere failure to spend, completely 
cancels the purchasing power, the resulting 
investment may be of a type which, by placing 
purchasing power in the hands of people who 
would not otherwise obtain it, exerts a compensat- 
ing expansive effect on the market. For example, 
if a rich man employs workmen out of his current 
income to build a mansion, this would have no 
detrimental effect on the volume of purchases. 
Similarly, if a capitalist invests his savings in a 
newly floated company, so that the funds raised 
are expended in building factories, making 
machines, employing architects and engineers, 
then E is substantially maintained at the 
maximum. In any such investment, however, 
some part of the new capital will be absorbed by 
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purchases of land, which do not directly generate 
any flow of purchasing power. Furthermore, 
there is likely to be some lag of time between the 
subscribing of the funds to the new company and 
their actual disbursement in the form of wages 
and salaries. Consequently, if purchasing power 
formerly spent on consumers’ purchases is 
diverted to this type of investment, which will 
be called investment in production, the market will 
suffer a shrinkage, but only a very inconsiderable 
one, and possibly none at all. 

Not all investments in production are made out 
of voluntary and deliberate saving of individuals 
eager co acquire a profit-yielding asset. Banks, in 
the normal course of their activities, make 
advances to business concerns for the purpose of 
financing additional turnover, or of providing 
the funds to build additions to the industrial 
establishment. By arrangement with his bank, a 
business man has a credit opened in his favour, 
upon which he can draw as it suits him. The 
bank has not considered whether another of its 
customers has deposited a similar amount. It is 
confident that it will have the funds to meet 
whatever demand its depositors make at any 
one time. The advance to the business man, 
which is a claim over commodities, in short, a 
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power to purchase, is simply created. In so far 
as it is utilised for the purchase of finished 
goods, or to pay incomes, and no doubt it will 
be, the market is expanded. 

A similar expansion results from the sale of an 
existing security, either industrial stock, or 
Government bonds, so that the seller may use 
the cash in some productive process. Any invest- 
ment in new plant, additional volume of output, 
wages, salaries, fees, however financed, constitutes 
an enlargement of the market. 

We must now consider what is the effect on 
the market of withholding from consumption of 
income-xnonty in order to make a non-productive 
investment. Such are purchases of land, existing 
houses, factory plant, machines, stocks and 
shares, and Government Bonds which are not 
new issues. About the effects on production of 
such a single purchase, considered alone, there 
can be no doubt. If a man, who normally goes 
on an expensive summer holiday, spending, say 
;;{^ioo, omits to go on this holiday, and instead 
buys War Bonds, the hotel keepers, amusement 
artists, etc., whom he formerly patronised, would 
find the demand for their services diminished 
by ;{i‘ioo. Nor would the act of purchase of ;(^ioo 
worth of War Bonds serve to increase the takings 
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of any trader, nor the wage or salary of any 
employee. There is a net loss of purchasing power. 
The E of the ;(^ioo under consideration has 
become o%. Every year large amounts of 
income-money find their way into such unproduc- 
tive investment. What would otherwise be disas- 
trous effects on the market arc counter-balanced 
either by other people expanding the market by 
such methods as have been discussed in the above 
paragraphs, or because the seller of the War 
Bonds does not allow the money they realised 
to lie idle. 

Should this counteracting investment fail, the 
market is exposed to a net shrinkage. Suppose 
that some people get tired of buying new furni- 
ture, and follow a fashion of furnishing their 
homes with antiques. No one would deny that 
the furniture-manufacturing trade would suffer 
from loss of business and unemployment. Antique 
dealers would enjoy an expanded market and 
old ladies living in country cottages would 
realise large amounts of cash for their old pieces. 
If the old ladies hoard the money thus received, 
the purchasing power diverted to antiques may 
be described as “dammed up” in the circulation 
of existing finished goods without ever becoming 
an income again. 
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This damming-up of purchasing power assumes 
more serious proportions on the Stock Exchange. 
In connection with dealings in stocks and shares 
there are always money (bank) balances held 
by jobbers, just as anyone who is continually 
making and receiving payments of money keeps a 
margin, lest, for a short period, he must make 
payments in excess of his receipts. Owners of 
stocks and shares, for one reason or another, are 
continually selling some and buying others, 
involving large cash payments. Furthermore, 
there is a section of the community which regu- 
larly invests its savings in the well-established 
“safe” shares of existing firms. The whole range 
of payments made on account of Stock Exchange, 
or money market transactions, may be termed the 
financial circulation. So long as this circulation 
does not absorb quantities of purchasing power 
without disgorging a similar amount, no harm 
is done to the market. 

The critical question is, whether the financial 
circulation can absorb or dam-up quantities of 
income-money on a sufficient scale to cause a 
shrinkage of the market in a capitalist economy 
as a whole. In short, whether E can equal o% 
permanently, or for a considerable period. It has 
already been shown that the very act of buying 

Dl 
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an industrial security out of income, rather than, 
say, a motor-car, increases the delay before the 
income takes the form of a purchase, i.e. the 
purchasing power is temporarily dammed-up. 
We have to consider whether this purchasing 
power, once withdrawn from the market, ever 
finds its way back again. Suppose that a rich 
man, having saved ■£ i ,000 of his income, wishes 
to buy railway stock. His broker will then look 
for some owner of railway stock who wishes to 
sell, and in due course the transaction is made. 
The ^1,000 of purchasing power is now at the 
disposal of the former owner of railway stock. 
If he straight away buys a motor-car with it, the 
market has its restored, and except for 

the small delay, no harm is done. But the new 
owner of the ;ir 1,000 may not want a motor-car. 
He may have sold “railways” because he pre- 
ferred another investment — shares in L.P.T.B. 
— which he in due course buys. Now the L.P.T.B. 
will not increase its capital expenditure auto- 
matically, because someone has bought a quantity 
of its shares, so that no expansion can be looked 
for in this direction. Following further the 
fortunes of the i ,000, it is now part of the bank 
balance of the man who wanted to sell “London 
Transport”. Similarly, the reason for his sale may 
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have heen that he preferred “breweries”, 
in which he in due course invested. And 
so on, without end. The ;^i,ooo income- 
money becomes a permanent part of the 
financial circulation; the market loses a clear 
^1,000. 

We naturally next enquire whether this can 
happen on a sufficient scale to cause a serious or 
even perceptible shrinkage in the market. What 
natural limit is there to the volume of share 
transactions, or to speculation in commodities, 
for that matter, which is in the same category? 
In fact, there is notliing to prevent tenfold 
increased activity on the Stock Exchange, or in 
the commodity markets, and a considerable diver- 
sion of incomes to such. Witness the speculation 
in wheat futures connected with the Chicago 
market, indulged in, out of their normal incomes, 
by innumerable members of the public, besides 
by professionals. As more people demand securi- 
ties, or commodity futures, so their prices go up, 
and larger amounts of income-money can be 
occupied in a single transaction. (In this descrip- 
tion of the working of the financial circulation, 
it has not been overlooked that a large increase 
of income-money making its way into the 
financial circulation will encourage the flotation 
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of new companies. In this way the invested 
incomes once more take the form of wages, 
salaries, etc., and the purchasing power is not 
lost. However, with Government stock, an 
increase in the price is not the chief factor 
which induces governments to borrow. Further- 
more, in certain trade conditions, income- 
money entering the financial circulation will 
not even indirectly generate any investment 
in production. Even in the circumstances 
when it does, there is no saying that as much 
purchasing power is created by investments in 
production as is absorbed by the financial 
circulation. It is only being considered here 
whether income-money can find its way into 
financial channels, and never re-emerge as 
purchasing power.) 

In the above argument, it was assumed that 
the owner of a bank balance uses it after an 
interval, either short or long, in order to make 
some purchase or other, even though it be a 
financial transaction. In other words, he passes 
on the balance to someone else. But if he likes, 
he can allow his balance to lie idle. His saving, 
or someone else’s saving, becomes a hoarding 
just like the money kept in a stocking. The 
banking system has become a repository for 
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hoardings. Purchasing power is withdrawn from 
its function of buying commodities, and is 
neutralised, exterminated. 

The objection may be made that such an 
occurrence is unlikely, but during a trade 
depression, when business activity is perhaps 
little more than half the normal, the prices of 
the goods which are produced are low, dealings 
in securities are meagre, and the prices are only 
a fraction of the boom prices, in short, when the 
demand for actively circulating bank balances is 
very small, we find that there is no diminution, 
but on the contrary a rise, in the level of bank 
deposits. This would leave us to believe that in 
such times, deposit hoarding is very prevalent. ^ 


^ The deposit accounts of the joint-stock banks reveal how surplus 
capital can be hoarded. (Deposit accounts cannot be withdrawn, like 
current accounts, just when the depositor wishes, by writing out a 
cheque. He must give up to a month’s notice to the bank when he 
wants to make a payment from the account, and in return the bank 
pays him a rate of interest. The importance of this characteristic is 
that deposit accounts are not balances of money in use. They are 
placed there because the depositor has nothing to do with the money 
for a time, and wishes to keep his wealth in the form of money, i.e. 
hoard it.) During the years 1923 to 1930 English deposit accounts 
swelled by ;^^2 17,000,000. This betrays an accumulation of surplus 
capital during this period, which holders cither did not know how to, 
or did not wish to, invest. It is impossible to say whether the whole of 
this £217,000,000 was withdrawn from the volume of purchasing 
power, but it represents a well into which purchasing power might 
have been sunk. 

It would be natural to find deposit accounts swelling enormously 
during bad trade, when incomes are hoarded, and conversely, dimin- 
ishing in good trade, when people invest more freely. This is found to 
be so. During only three years (Jan, 1919 to Jan. 1922) deposit accounts 
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Owners of securities fear, no doubt, that their 
holdings will depreciate in value, and sell while 
there is yet time. The proceeds from the sale 
they retain in the bank deposit form, because 
they do not fancy any kind of security at 
all, they prefer holding their wealth in money. 
If the purchaser of the securities paid for them 
out of his income, that amount of purchasing 
power has become neutralised. 

Let us consider another illustration of the same 
process. Suppose a capitalist to have taken a 


swelled by £321,000,000, which, if representing hoarded incomes, 
must have caused quite a serious shrinkage of the market. 

Furthermore, the size of deposit accounts by no means measures the 
extent to which purchasing power can be dainmed-up in the banking 
system during times of bad trade. Since the end of 1931 the banlw 
have only allowed J% interest on their deposit accounts, and many 
people no doubt have not thought it worth while to tie up their money 
for a month just for the sake of i%. Consequently they have probably 
left their hoarded income on current account, and hoarding becomes 
indistinguishible from balances kept for the purpose of making payments. 

Bankers claim that they receive deposits in order to lend them out 
again. They never declare, however, that all the income-money which 
lies hoarded in their hands is invested in production. The most tell-tale 
figures from the point of view of the maintenance of purchasing power, 
the amount of new advances to industry made yearly, arc not published. 
All we can find out is the volume of advances outstanding. But during a 
time of depression these consist to a large extent of “frozen” credits, 
which manufacturers are unable to pay back because their businesses 
are in a bad way. 

The banks certainly did not lend out to industry the accumulating 
deposits during the period 1922 to 1930, although this cannot by any 
means be described as a time of bad trade, at least by modern standards. 
For the most part the funds were used to buy Government securities 
and other “safe” investments. That is to say, purchasing power was 
purely and simply cancelled so long as the depositors were content to 
leave their money idle. 
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profit of ;^i,ooo from his undertaking. That is 
to say, if he is a stocking manufacturer, he will 
have employed men and women, paid rent and 
rates, bought raw materials, fuel, light, etc., 
and will finally sell his product for a i ,000 more 
than he paid out to all these factors in production. 
If his output fetches ,{^10,000, he pays out ^{^9,000 
and retains 5(^1,000 for himself. 

In contradiction to Major Douglas’s argu- 
ment, all the parties in the productive process 
(including capitalist) have a sum of money 
accruing to them equal to the market value of the 
output. If the whole of this ;{)i 0,000 was auto- 
matically spent within a normal period, there 
would be sufficient purchasing power to cover the 
whole of the output, and there would be no 
shrinkage of the market. 

But the employer may allow his ,^1,000 to 
remain deposited in the bank, because he does 
not know how to invest it. Or he may buy ^ i ,000 
worth of industrial stock, or other securities 
from someone who prefers to hold a cash balance. 
It looks very much as if the banking system can 
be a well in which purchasing power can be for 
ever sunk. It may be argued that ultimately 
the deposit must be spent either on consumption, 
or on investment in production. But in practice a 
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deposit may lie idle for years, in which time the 
shrinkage of the market and the consequent 
overproduction and unemployment will have 
caused repercussions far larger in extent than the 
original loss of 1,000 purchasing power. 



CHAPTER III 


SOME ROOT CAUSES OF THE 
DILEMMA 


Hypothetical conditions under which no overproduction can 
exist — The difficulty of maintaining these conditions — The 
importance of the profitability of investment — ^Why the 
problem does not exist in the U.S.S.R. — Why capitalism 
cannot copy the U.S.S.R. — Bankruptcy of the High Wages 
Theory — Determinants of the level of wages and Marx’s 
theory of the subsistence level — Its relationship to collective 
bargaining — Statistics of nutrition and the subsistence level — 
The Wages system the barrier to the consumption of com- 
modities. 


It MUST APPEAR obvious to everyone that 
the wealthy classes have a greater range of 
choice than the poorer as to whether their 
purchasing power shall be utilised or not. To 
save or not to save, to hoard or to invest, are for 
them matters of daily decision as to the use of a 
considerable part of their income. For the 
working man the level of his wages, and the 
prices of commodities, and rent, leave little 
choice. I do not know of any estimates of the 
amount of saving done by the British working 
class and the British capitalists. An American 
specialist on the trade cycle, Wesley Mitchell, 
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quotes interesting estimates for his own country. 
He gives the saving of employees (in the early 
1920’s) as only 5% of their wages and salaries. 
Since a large proportion, even of this 5%, must 
be deferred expenditure, rather than genuine 
accumulation, each individual employee will 
save (i.e. not spend on consumption) only a 
negligible proportion of his income. American 
business men do 68% of all the saving of the 
community. Provided that a state of affairs 
somewhat similar exists in all advanced capitalist 
countries — and there is every reason to believe 
it does — the decisions of capitalists and the firms 
they control as to the disposal of their surpluses 
is the main factor in determining the E of 
purchasing power as a whole. 

It is evident that if E is 100% in all cases, no 
problem of overproduction, could exist. Incomes 
do actually accrue to individuals sufficient for the whole 
output to be taken off the market. Nor need this 
statement be qualified by the proviso of a stable 
price-level, for if E = 100% there is no reason 
why prices, on a free market, should be a dis- 
turbing factor. Everybody’s incomes, including 
profits, being spent, would revert to the employers 
and enable them both to cover their previous 
outlay, and enable them to pay out these incomes 
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on the same scale again. Prices would assume 
that level which would enable the whole output 
to be absorbed. Overproduction could, in such 
a case, be caused only as a result of an industrial- 
ist’s miscalculation — itself no fundamental cause 
of disequilibrium. Furthermore, this proposition 
holds good even allowing for increases in pro- 
duction, say, owing to an increased productivity 
of labour. True, certain frictions and temporary 
overproduction in certain trades are likely to 
arise in the event of purchasing power being 
shifted from one class to another, but, again, 
these frictions cannot generate a fundamental 
disequilibrium. Provided every section of the 
community spends the whole of their incomes, 
however uneven the distribution of incomes may 
be, no permanent or critical overproduction can 
arise. It should be borne in mind, however, that 
though there may be no overproduction, there 
may be unemployment. The aggregate of pur- 
chasing power may be spent, that is, may take 
all the available goods off the market, but this 
aggregate in itself may be insufficient to employ 
fully all the available workers. For instance, in a 
time of “boom” such as the 1928-9 period, or 
that of 1937, it is unlikely that total expenditure 
falls below the volume of purchasing power 
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distributed — nevertheless, in both periods we 
find a considerable number of unemployed. 

The analysis is centred, consequently, on 
whether it is at all difficult to obtain the state of 
universal E = ioo%, or whether there are forces 
continually upsetting this equilibrium, and/or 
making its maintenance more difficult. We have 
seen that purchasing power can be cancelled, and 
that it is the high-income groups who have the 
option of utilising their purchasing power or not. 
The question resolves itself as to whether capita- 
lists can be relied on to give all that accruing to 
them an E of ioo%. Now what is the general 
function of the capitalist (nowadays, the stock 
and share owning section) ? After all, a capitalist 
must have capital ; this was probably accumulated 
by the saving of either himself or his fathers. 
The more he saves, the greater capitalist he 
becomes. Not only is he in a better position, as 
the owner of great wealth, further to increase his 
income and his rate of return on his investments, 
he becomes a more influential member of the 
community, socially he is more sought after, 
his daughters are presented at Court. He be- 
comes one of those for whom the world is made. 
To accumulate, therefore, is the watchword. No 
capitalist family or individual who values their 
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favoured position, can afford to be left behind 
in the race. It is out of the question for them 
to spend the whole of their income on consump- 
tion. There is, in the words of Keynes, “a 
propensity of the wealthier classes of the com- 
munity to save”. Furthermore, much of the 
national income is concentrated in the hands of 
men so wealthy that they would find it extremely 
difficult to get rid of their incomes on personal 
consumption, even should they so wish. Neither 
can individual acts of munificence negate this 
fundamental tendency to accumulate. It is an 
ingrained habit, arising from the nature of men 
living under certain social conditions. 

Even the process of accumulation of wealth 
need not destroy purchasing power and upset 
the balance of the market, provided the savings 
are all invested after a normal interval in such a 
way that E still equals ioo%. Let us consider 
what this means. It is not enough for savings to 
be invested in existing stocks and shares, or land 
or houses or Government securities; they must 
be invested in production. At no distant time these 
savings must take commodities off the market 
to the same extent as if their owners had bought 
consumption goods. The savings may purchase 
capital-goods, or, paid into other pockets, may 



62 CAN CAPITALISM LAST? 

be spent on consumption. Should any sa.ving fail 
to reappear on the market, the volume of pur- 
chases of the community is restricted, there is a 
surplus of commodities, the now familiar state 
of overproduction. 

Under what conditions do the holders of 
wealth fail to invest in production? Surely when 
they can find no profitable outlet for their 
investment. What, after all, is the point of 
incurring the risk of an investment without the 
profit to make it worth while? The profitability 
of new investment, in fact, determines whether 
these savings find an investment in production, 
and whether the volume of purchases is main- 
tained. 

With profitability, we are back again at the 
market. He who does not sell, neither shall he 
make a profit. New capital in search of profit has 
prospect of success along two channels. Either it 
can serve to expand the production of commo- 
dities manufactured according to existing 
methods, or it can employ an improved method 
of production. In practice, naturally, a unit of 
capital may take advantage of both oppor- 
tunities, but its profit-making capacity may be 
conveniently examined, first as an expander, 
secondly as an innovator. 
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During the period of Britain’s commercial 
monopoly, when new markets were opened to 
absorb repeated expansions of the scale of 
production, it would not be true to say that 
there was no market problem, but this problem 
had not become the critical dilemma of capitalism 
as we see it to-day. Now, except during the brief 
adolescence of a new industry such as wireless, 
automobiles, there is no question of profit 
from mere expansion, and in the case of such 
youngsters as artifical silk, the limits of the 
market came as a crude shock. Why production 
cannot expand, and be absorbed, to give the 
higher living standards so yearned-for, is puzzling 
to both none-expert observers and to the pro- 
fessional economists. The dilemma is all the 
more aggravating, since in the U.S.S.R. the 
miraculous seems to have happened, unrestricted 
expansive production has become possible. Out- 
put seems limited only by the rate of growth of 
the productive resources, a rate far in excess of 
anything ever known in capitalist development. 
When the new consumption goods are put on 
the market, they are snapped up immediately, 
for wages have been increased to provide the 
purchasing power necessary. The rising standard 
of life predicted by Mr. Keynes is coming to 
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pass, but in a manner and in a place most 
disconcerting for him and his theories. 

Let us return to our analysis of the market 
under capitalist conditions. Why is the expedient 
of the U.S.S.R. not applicable? In the device of 
raising wages to absorb the goods, in a capitalist 
economy, we immediately see difficulties. This 
very idea, the High Wages Theory, was in fact 
very fashionable in certain Socialist circles in 
Britain a few years ago, and it must be admitted, 
if only it could be operated, the market problem 
would disappear completely. Of its general 
impracticability, in an otherwise individualistic, 
profit-making society, there is now no question. 
Henry Ford has been able to set a standard of 
high money wages and survive. But he was 
enjoying exceptional profits because he was 
technically in advance of others in his industry, 
and considering the intensity at which his 
employees work, and the rate at which they 
must become nervously worn out and useless for 
mass-production, it is doubtful if the wages are 
so high, after all. If we reflect upon the difficulty, 
sometimes the impossibility, of persuading numer- 
ous enterprises to combine to raise the prices of 
their own products, for their own immediate 
advantage, what hopes have we of persuading 
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groups of employers to combine to raise wages, 
for the benefit of other producers, and to their 
own temporary disadvantage? Even given this 
feat of persuasion, think of the temptations for 
the unsuccessful firm to evade the arrangement, 
and maintain a profit balance by nibbling at the 
pay-roll. There is the additional difficulty that 
already affects wages in our exporting industries, 
that the payment of high wages would ruin the 
international competitive position of Biitish capi- 
talism. To explore the possibilities of international 
high wage agreements in the present international 
situation is to border on the ridiculous. So long 
as we cannot reach international agreement on 
armaments, so long as we cannot prevent one 
State from committing acts of aggression against 
another, there is no hope of extending purehasing 
power by a high wages agreement. 

The common-sense solution of the market 
problem — to increase spending power as produc- 
tion grows — cannot be imported from the 
U.S.S.R. without the fundamental changes in 
social and productive relationships which she 
has introduced. Neither is it possible to rely 
upon a spontaneous trend of wages to rise. 
Enquiries conducted by the League of Nations 
show that there was no significant change in the 

El 
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world consumption of foodstuffs per individual 
between the immediate pre-war period, and the 
later 1920’s. This matter is so crucial that it 
will be well to examine closely exactly how wages 
come to be what they are, and whether, under 
capitalistic conditions, their level can be adapted 
to solve the problem of markets. It is quite 
certain, at any rate, that the standard of living 
does not increase because there is a surplus of 
consumable commodities. Quite other laws regu- 
late the level of wages under capitalism. Karl 
Marx advanced the general proposition that 
wages tend towards a level just high enough and 
no more to enable the worker to maintain his 
existence and to reproduce his own kind. From 
the date of the publication of the first volume 
of Capital (1867) until the early i goo’s, British 
industrial production, and the rise in the workers’ 
standard of living lent themselves to a super- 
ficial and biased interpretation which was 
declared to disprove Marx, and the modern 
bourgeois school, under the leadership of Alfred 
Marshall, was not slow in pronouncing him 
out-of-date. It was not true, they declared, that a 
subsistence level was a prime factor in determining 
the level of wages. In its stead, there was advanced 
a theory of the distribution of the national 
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income between capital and labour and land, 
which was an extension of the principle of supply 
and demand to a situation where the market 
analysis of supply and demand did not apply. 
This theory has had to be relinquished on the 
showing by Maurice Dobb that the shares of 
capital and labour were not precisely fixed by 
the market conditions, but that the relationship 
was more like a barter transaction, in which 
commodities could be exchanged according to 
the bargaining or bluffing faculties of either 
side. Bourgeois economists have now no gen- 
erally accepted theory of what determines the 
sharing out of wealth between capitalists and 
workers. 

The failure of the standard of living to rise in 
recent years, and the lack of any other theory, 
suggest a re-consideration of Marx’s proposition, 
both as regards its theoretical plausibility, and 
its accordance with facts. Marx’s own words show 
a sense of realism which his detractors deny 
him: “The wages are regulated on the one side 
by a natural law; their minimum is determined 
by the physical minimum required by the 
labourer for the conservation of his labour power 
and for its reproduction.” “The actual value of 
his labour power (wages) differs from this 
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physical minimum, it differs according to climate 
and condition of social development, it depends 
not merely upon the physical, but also upon the 
historically developed social needs, which become 
second nature.” ‘ It must be especially noted 
that there is no denial of the possibility of a secular 
tendency of wages to rise, nor of widely differing, 
standards of living in different countries. Nor 
does Marx deny that for periods, and in places, 
wages can be below or above the level of subsis- 
tence. Referring to wage movements during the 
recent depression in the U.S.A., the Economist 
said: “In some cases, unskilled wages were driven 
below subsistence level — ‘lower than the English 
dole’ is one description — and no end of the 
process appeared to be in sight.”^ We know well, 
also, that a temporary local shortage of labour, 
utilised by trade unions, will bring wages above 
the level recognised as that of subsistence. Marx 
was aware of this, but drew extensively on the 
economic and political history of British capital- 
ism to show that special measures are taken by 
the dominant class to secure a plentiful supply 
of labour, to create an industrial reserve army 
which will obviate that much-feared labour 
shortage. The “Jungle” of Upton Sinclair depicts 

' Capital^ vol. iii, p. i,ooo. ^ Economistt Sept, gth, 1933. 
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how American employers, by their own character- 
istic methods, overcame this shortage. 

To rival the subsistence theory of Marx, it 
might be contended that wages, in a modern 
industrial, community, are fixed by collective 
bargaining. That the pressure that workers and 
employers can put on each other does widely 
influence the wage level, there is no doubt. But 
this explanation is complementary to, not an 
alternative to, the subsistence theory; it merely 
describes one of the processes by which the 
latter works itself out in practice. It is a truism 
that wages do not permanently fall below the 
subsistence level. However, with certain unim- 
portant exceptions, minimum wages are not 
fixed by law, nor do employers refrain from 
lowering wages from considerations of the subsis- 
tence level. If a capitalist can get labour at a 
certain price, he takes it for granted that the 
workers can maintain themselves at that wage. 
What actually happens is that an attempt to 
deprive any section of workers of their “social 
needs”, which have “become second nature”, 
is met by the resistance of these workers. This 
resistance is more or less effective, according as 
the workers, through trade union organisation, 
by their readiness to withdraw their labour as 
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a body, etc., can bring weighty “arguments” to 
bear in the collective bargaining. Beneath the 
outward forms of the conciliation machinery and 
wage agreements with which we are so familiar, 
there is the feeling in the mind of the worker that 
without a struggle he is not going to relinquish 
the social habits to which he is accustomed, and,^ 
furthermore, that he is going to claim the 
improved amenities of life, decent housing and 
sanitation, wireless, entertainment, leisure, which 
he knows modern industrialism can give him, 
and which are becoming for him a “social 
need”. True, in the England of 1936, we find the 
agricultural labourer working for considerably 
less than the miner, and the miner for little more 
than half the wage of the London busman. In 
each case their respective bargaining powers and 
the economic position of the industry have forced 
an adaptation to differing subsistence levels, 
and all current bargaining takes place on the 
basis of these conventional social needs. 

To those who would reject Marx’s proposition 
of the subsistence level, the new science of 
nutrition gives a cogent answer. Only those who 
are the most impervious to facts can now assert 
that the standard of life of the British worker is 
now so high that we can no longer talk of mere 
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subsistence. The findings of the Health Organisa- 
tion of the League of Nations finally scotch the 
“comfortable standard of life” point of view:^ 
“No country in the world can claim that the 
whole of- its population is satisfactorily fed. 
Poverty and ignorance, but mainly poverty, are 
to blame. 

“The so-called ‘protective’ foods, richest in 
minerals and vitamins — milk, green vegetables, 
fresh fruit, eggs — are also the most expensive, 
and in all countries beyond the means of great 
masses of the population. In Great Britain, 
between lo and 25% of the population, the 
report states, ‘cannot afford a diet of the type 
and quality now known to be essential as a safe- 
guard against malnutrition and disease’. 

“In the United States over 22% of the school- 
children investigated up to 1924 showed 
symptoms of malnutrition; and ‘the fact that 
the greater part of the population of Africa and 
Asia suffers from insufficient and faulty feeding 
is no longer a secret’.” 

Sir John Orr comes to the conclusion that the 
income of approximately one half of the British 
people is insufficient to enable them to partake 

^Nutrition and Public Healthy by E. Burnet and W. R. Ackroyd, 
Health Organisation of the League, Times summary. 



72 CAN CAPITALISM LAST? 

of a diet assuring them the best physical develop- 
ment. His conclusions are supported by the 
observations of numerous British sanitary 
inspectors, who have shown that the lack of 
“protective” foods, and bad housing among 
the working class makes them mueh more prone 
to disease than the well-to-do. Perhaps Marx’s 
“natural law” of capitalism is not so wide of the 
mark in the twentieth century after all! 

For the purpose of the main argument of this 
book, whether one is in agreement with Marx’s 
postulate or not, it is sufficiently established that 
wages will not conveniently and automatically 
rise in order to take the surplus of goods off the 
market. The above-mentioned bulletin reports 
that even in the United States there was not 
enough land under cultivation (in 1935) to 
supply the whole population with a liberal diet. 
The difficulties of the U.S.A. administration in the 
years leading up to 1935 over the disposal of 
the wheat surplus come as a sharp paradox and 
do not allow of complacency as to the automatic 
expansibility of the market. Of the failure of 
wage-payments and of sales there is, on the other 
hand, no doubt. The U.S. Department of 
Commerce^ estimates that in 1933 the total 

^ Economist f Sept. 5th and 19th, 1936. 
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remuneration of employees was nearly 45% less 
than in 1929, constituting a fall in the national 
income, and a shrinkage of the market of 28%. 
More aggravating still, perhaps, is the failure of 
the consumption of the wage and salary earning 
masses to expand significantly even in the 
“prosperity” periods. The authors of the Course 
and Phases of the World Economic Depression note 
that the increase in the output of consumers’ 
goods was limited during the 1928-9 boom to 
luxury articles, such as cars, radios, and refriger- 
ators, due to heavy Stock Exchange profits. 

In summary, the relationship of worker to 
employer, by which wages and salaries, and 
hence a large part of the community’s purchasing 
power and its market, enter the capitalist’s 
balance sheet as “costs” — to be kept as low as 
possible in order to maximise profit — presents a 
rigid barrier to the enjoyment of the amenities 
with which, technically, modern industry could 
supply us. There is no question of jerking us up 
into a land flowing with milk and honey, so 
long as the jerk is not powerful enough to lift us 
over the barrier of the wages-profit antagonism. 
Marx, “out-of-date”, saw this seventy years ago: 
“We remark by the way that the ‘ social demand 
that which regulates the principle of demand, is 
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essentially conditioned on the mutual relations 
of the different economic classes and their 
relative economic positions.” ^ And “the sale of 
commodities ... is limited, not only by the 
consumptive demand of society in general, but 
by the consumptive demand of a society in 
which the majority are poor and must always, 
remain poor”.* The subsistence level is the 
face of that hideous incubus, the market problem. 

^ Capital^ vol. iii, p. 214. ^ Capital^ vol. ii, p. 3^3* 



CHAPTER IV 


STATE EXPENDITURE 


Effects on purchasing power of ordinary taxation — Deficit 
financing — Roosevelt’s deficit financing — Mr. Keynes’s public 
works proposals — A State monopoly of credit expansion? — 
Albertan social credit — Its affinity to hire-purchase. 

The ANALYSIS OF the market has shown 
so far that the part of the flow of purchasing 
power which accrues to employees may be 
reckoned as utilised, spent; the remainder finds 
its way into the hands of that class whom we 
may call the accumulators, who, as individuals, 
can be»)reckoned as not spending the whole of 
their income. While the first class make full use 
of their purchasing power, the total amount 
placed at their disposal is rigidly limited; the 
E of thj^t at the disposal of the second class we 
have seta to depend upon the attractiveness of 
investment in production. 

This chapter will deal with the possibilities of 
enlarging the market by one form or another of 
State expenditure. 

In so far as the State confines itself to the 
expenditure of current revenue, it is in the 
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position of a private person, spending income, 
and thus giving an E of ioo%. If a government 
places a tax on, say, sugar or tea, it is subtracting 
so much purchasing power from the people 
who consume these articles, that is, the millions 
of wage and salary-earners whose E approaches 
100%. The effect on the market, in consequence, 
will be negligible. Should a tax fall on accumu- 
lators, however, who are hoarding a part of 
their income, then, provided that as a result of 
the tax they decided to hoard less, the act of the 
government enlarges the market. Purchasing 
power whose E is very low has been appropfiated 
and given its maximum efficiency. The effects 
of such a tax on accumulators would vary 
according to the state of trade. If investment 
offers such poor prospects that practically all 
accumulated savings are hoarded, such as 
probably happened in 1931 and 1932, the tax 
would considerably increase the volume of 
purchases. This also holds good of a time when 
Stock Exchange speculation becomes so active 
that savings are not invested in production, but 
go to swell the financial circulation, as in America 
in 1929. But it may well be that either the E of 
accumulated savings equals 100%, or that 
accumulators save and hoard a similar amount 
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despite the increased taxation, that is, they cut 
down their consumption to pay the tax. In this 
case the tax will fail to enlarge the market. In 
general conclusion, it may be said that so 
long as a government only spends more or 
less out of revenue, it can exert no decisive in- 
fluence by way of taxation on the volume of 
purchases, and in some circumstances none at 
all. 

In recent years there has come into prominence 
a heresy of public finance, influentially supported 
by the Keynes school. They maintain that not 
only is it permissible for a government to spend 
what it has not received, but that in times of 
bad trade this is its positive duty. The State is 
exhorted to borrow money, and “pump it into 
circulation” by extensive public works schemes. 
Now it is incontestable that if a public authority 
make money payments to employees on a large 
scale, without depriving any other potential 
consumer of these funds by taxation, the result is a 
net expansion of purchasing power and conse- 
quently of the volume of purchases. And if the 
operation is large enough, and prolonged 
enough, the problem of markets would be over- 
come. Let us call such a policy of the State 
deficit financing. 
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Deficit financing was actually carried out by 
Roosevelt on an enormous scale during the 
recent depression. No attempt was made to 
balance a budget. During 1936, for instance, of 
a State expenditure of $8,879,000,000, only 
$4,116,000,000 was covered by revenue. Pur- 
chasing power was distributed to the unemployed!, 
to farming interests, to recipients of war bonuses 
(no less than $1,673,000,000 to this category 
alone), so that during the fiscal year, the public 
debt had risen by $5,100,000,000 (or well over 
■£ 1 ,000,000,000) . 1 The results have been tolerably 
good, sufficiently good at any rate to eifable 
Roosevelt to win an election on the plea of 
“Look what you were like four years ago, and 
see how prosperous you are now”. Deficit 
financing was decisively rejected by the British 
Government during the worst years of the crisis 
as unsound. Who was right, Roosevelt or 
Baldwin? Both, in their way. The American 
President, with only a minute Public Debt 
compared with the imposing j 07 ,ooo, 000,000 
odd of the National Debt of Britain, could 
envisage a moderate addition with equanimity. 
The payment of interest on the British debt 
already absorbs over a quarter of the Budget. 

Economist 19th, 1936 
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It did not need much calculation to show that 
deficit financing during time of peace would 
soon bring this country into a totally unmanage- 
able budgetary situation. For example, if 
;;^500,ooo,ooo had been borrowed at 3% during 
each of the four worst years of the crisis, this 
would have saddled us with an interest payment 
of 5(^60,000,000 a year until such time as we were 
in a position to pay it off. 

Stating the case for British deficit financing in 
The Times, Mr. Keynes argued that the saving 
on the dole of workers re-employed, and the 
enlarged receipts from taxation in the more 
prosperous community would return a large 
part of the expenditure on public works. As 
regards the saving on the dole, inasmuch as the 
financing does not involve a deficit, but merely 
substitutes expenditure on wages for unemploy- 
ment benefit, then however desirable from other 
points of view, the volume of purchases is not 
increased. Similarly, if money is repaid by the 
increased yield of taxation, the initial expansion 
caused by the expenditure will be counteracted 
by the shrinkage generated by the repayment, 
(provided that repercussions each way are the 
same, which is considered later). Mr. Keynes’s 
remedy, in effect, depends upon completely 
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curing the depression before the repayment of 
any of the loans is asked for, and finally repaying 
them furtively in the ensuing prosperity, if 
any, in the hope that trade will be so active as 
not to notice the shrinkage of purchasing power. 
It may be well to illustrate this point. Suppose 
1 00,000,000 had been borrowed by the State 
in 1931, and spent on public works, and that 
as a result of the immediate re-employment, the 
Government saves ;;(^30,ooo,ooo on unemploy- 
ment benefit. The deficit financing would have 
been ^^70,000,000. Now if the slump had not 
been cured in 1931 by this dose of extraneous 
purchasing power, it would have been necessary 
to incur another deficit of ^{^70, 000,000 in 1932. 
But if, according to Mr. Keynes’s reasoning, the 
1931 dose had indeed improved trade, and taxa- 
tion receipts rose sufficiently to repay the first 
;;^70, 000,000 borrowed, the deficit of 1932 would 
not really represent new borrowing at all, but 
simply an extension of the 1931 debt, having no 
effect whatever on purchasing power. Similarly, 
if any part of the 1931 deficit were repaid in 
1932, by so much would the 1932 dose lose its 
effectiveness, and do no more than postpone the 
shrinkage which the eventual repayment must 
entail. 
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The inevitable conclusion is that a substantial 
deficit must be incurred, growing from year to 
year during the depression. The repayment of 
the deficit duiing the years of prosperity, upon 
whose advent the argument depends, offers new 
difficulties. Gan anyone be sure that Great 
Britain, or any advanced industrial community, 
will ever again feel sufficiently sure in its pros- 
perity deliberately to shrink its purchasing power 
by “paying-off” the last depression? 1936 was 
considered a year of comparatively good trade, 
with nearly 2,000,000 unemployed (including 
those cut off from benefit and not registered at 
the exchanges) . What would be the feeling during 
1937, 1938, 1939, etc., supposing these are “good” 
years, at having to repay the slump expenditure, 
and consider the temptation of our statesmen 
to allow these repayments to fall in abeyance, 
not to mention political exigencies such as the 
^ 1 ,500,000,000 re-armament programme. I think 
we must reconcile ourselves to the conclusion 
that deficit financing means a permanent enlarge- 
ment of the National Debt. The U.S.A. may 
afford this luxury — for a time — but for Britain, 
still paying off the Napoleonic Wars, dismayed at 
the enormity of the debt on the Great War, and 
wondering what the Budget position will be 
Fl 
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like after the next, the expedient of deficit 
financing could not be envisaged. Those mainly 
responsible for the guidance of our capitalist 
society are evidently of the same opinion, for 
the arguments of Mr. Keynes have failed to 
convince. 

To those less worried by consideration of 
“practical politics” an alternative seems attrac- 
tive. It is generally admitted now, even by bank 
chairmen, that the banking system does create 
credit out of nothing, and actually has the 
audacity to lend these created funds at a profit. 
A firm requiring funds with which to extend its 
business is allowed by arrangement to draw 
cheques up to a certain amount, the banks 
from their experience knowing that the vast 
majority of payments are made by cheque, and 
that they will be called upon to make only a 
small proportion of their payments in hard cash. 
Since the cheques on the banks are accepted as 
payments for commodities, the banks merely 
issue additional claims for such. These claims, 
finding their way directly or indirectly into the 
pockets of consumers, become purchases and 
expand the market. When a State issues paper 
money without withdrawing an equal value of 
currency from circulation, it docs precisely the 
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same thing. It issues claims to commodities, 
which, put in the right hands, become pur- 
chasing power. What is there to prevent the 
State from taking over the monopoly of the issue 
of those claims to commodities which take the 
form of bank credits? Instead of paying the large 
banks a rate of interest on Treasury Bonds, etc., 
which have been financed in the first place by 
credit creation, the State would issue credit, and 
indirectly, purchasing power, without charging 
itself any rate of interest. There would seem, 
then, to be no limit to the amount of deficit 
financing in which the State could indulge with- 
out any embarrassment, since future budgets 
would not be encumbered with an aftermath 
of interest payments. Naturally the State could 
use its discretion in doling out purchasing power 
so as not to raise prices more than necessary to 
counteract the falls of a developing slump. The 
scheme is technically sound, and morally attrac- 
tive. One could exercise the imagination in 
extending the principle. Why, for instance, pay 
interest on the National Debt, when one can 
re-fund the whole of it at no more cost than that of 
book entries ? The State could assume a monoply 
of credit creation, and lend at interest as do now 
Joint Stock banks. It is doubtful if there would be 
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any need for taxation. If all the public works 
schemes which human ingenuity could contrive 
were exhausted, the State could make money 
presents per head of population at such intervals as 
were necessary to maintain the volume of pur- 
chases. When the American Congress allocated 
U.S. Government bonds to all those who partici- 
pated in the war, and then later agreed to cash 
these bonds, this is exactly what was happening. 

As further refinements of the proposition are 
developed, it becomes more and more evident 
that the whole institution of interest payment on 
private capital is abolished. But the lending of 
money at a rate of interest, whether this money is 
created, or otherwise obtained, is the preserve of 
the class of owners of capital. The right to charge 
a rate of interest is the most important device of 
the mechanism by which this class obtains and 
accumulates its wealth. Abolish this device, and 
the capitalist system is as good as abolished, 
which brings us outside the scope of this book. It 
is here a question of analysing the market 
problem within capitalism, not outside it. 

Even operated on a moderate scale, say just 
in order to institute a public works programme 
k la Keynes, the issue of credit by the State 
would be seriously damaging to capitalist 



STATE EXPENDITURE 85 

interests. Besides suffering the loss of interest 
payments from the Treasury on the actual 
credit created by a State bank, the City would 
find that with the Government being taken 
off the market as a borrower, the general rate 
of interest would slump disastrously. However, 
these losses would be pinpricks beside the 
admission of the principle of the State issue 
of credit. This is not a solution which is likely 
to appeal to the dominant elements in a capital- 
ist society, even if it were a matter of saving that 
system from economic crisis, and possible super- 
session by another social order. 

We come to the conclusion that deficit financ- 
ing, in any form acceptable to capitalist interests, 
is a hand-to-mouth opportunist measure, the 
resort of a society which is pre-occupied with 
overcoming the difficulties of the moment, 
without thought of the confusion it may be 
preparing for itself on the morrow. In any 
case, a regulated deficit financing which has 
to be repaid is no antidote to any inherent 
wastage of purchasing power which may mani- 
fest itself in the capitalist system — a line of 
enquiry which will be pursued at a later stage. 

Any discussion of deficit financing would be 
incomplete without a mention of the social 
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credit scheme being operated at the time of 
writing by the Douglas Credit Government of 
the State of Alberta, in the fond belief that 
purchasing power is thereby expanded. This 
Government issues one-dollar notes in the form, 
I believe, of wages to relief workers. Once in 
circulation these bills only remain valid provided . 
a 2C stamp is affixed every week, so that after 
fifty weeks the note is still worth one dollar, 
but the public, by dint of 2C stamps, has repaid 
this dollar to the State. The process may be 
described as a hire-purchase arrangement with- 
out interest charge, foisted upon the general 
public, and its influence upon the volume of 
purchases is similar to the hire-purchase schemes 
with which we are familiar. 

Little importance can be attached, of course, 
to the impulse to pass the bill on quickly so 
as to avoid paying one’s share of the 2c repay- 
ments, although it may be amusing to conjecture 
which classes of the community would be the 
most likely to be landed with the notes on the 
stamping day. Provided alternative money is 
in circulation, people would just get rid of 
these notes first, or perhaps buy their groceries 
a day earlier or later. Mr.. Alberhart’s object 
is to swell the volume of purchases, and this 
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indeed would be the effect upon the coming 
into circulation of the notes, just as a purchase 
by instalments of new furniture or a new house 
immediately puts purchasing power to the full 
value of the article into the hands of its pro- 
ducers.* But just as it is obvious to any “hire 
purchaser” that he enjoys the full use of the 
article before he has paid for it, so it becomes 
equally obvious to him that so long as the instal- 
ments are being paid off, he must refrain from 
other purchases of their amount. Similarly, the 
Albertan public will find out that collectively 
it must refrain from purchases to the extent 
of 2C per week for each dollar note in circula- 
tion, until after fifty weeks it has restricted its 
purchases by precisely a dollar for each dollar 
of extra purchasing originally presented to them. 
The expansive effect of the social credit will 
be, by the end of the year, precisely nil. 



CHAPTER V 


THE REPERCUSSIONS OF 
PURCHASES AND OF THE FAILURE 
TO PURCHASE 

The tendency for inequalities in the volume of purchases to 
aggravate themselves — The nature, and limits, of the reper- 
cussion — Its varying strength according to the state of trade — 
Further analysis of the workings of repercussions — The danger 
and the difficulties of the use of mathematics in economics 
illustrated by the nature of repercussions. 

D URiNG THE WORST years of the recent 
depression, when economists seemed to realise 
the importance of spending-power for the first 
time, one heard the semi-facetious tale of the 
man who spent a shilling at the right time, 
and so cured the slump. His expenditure placed 
a shilling in the hands of the shopkeeper, who 
was able to buy extra stock to this amount. 
The manufacturer, in turn, passed on the 
shilling to an employee, who would promptly 
spend it in a shop once again, and so the shilling 
would go round and round, creating a new 
demand for all sorts of commodities, until trade 
was booming once more. While it was realised 
that something was wrong with the argument, 
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this multiplying effect of a purchase was found 
to be intriguing, and Mr. Keynes has given it 
a letter, K. According to the value of K, the 
repercussions of a purchase will multiply the 
original expansive effect upon the volume of 
purchases. 

Of course a shrinkage in purchases will have 
its repercussions as well. Suppose that for some 
reason or other the amount of commodities 
purchased were to fall off by io%. Where one 
hundred workers were previously employed, now 
only ninety would be needed. The ten men 
displaced would not be able to make their 
customary purchases, consequently the demand 
for commodities as a whole would fall still 
further. The second diminution in purchases 
would in turn cause workers to be displaced. 
These would once more be unable to make their 
customary purchases, causing another wave of 
unemployment, and so on until, so the argument 
runs, no one would be employed at all, and 
everybody would be starving. Absurd as is this 
conclusion without the qualifications which bring 
it into relation with reality, it must be realised 
that the logic is perfectly valid, and that indeed 
a very strong tendency exists, in a capitalist 
economy, for every variation in the volume of 
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purchases to be exaggerated by successive 
repercussions. 

What brake is there, then, to the tendency? 
Mr. Keynes^ considers his multiplier of reper- 
cussions to be largely dependent on the pro- 
portion of their incomes which people save. 
For instance, the boom caused by the shilling 
of the story would have come to a premature 
end if the shopkeeper had put the coin in his 
child’s money-box instead of utilising it to 
replenish his stock, or buy a seat at the cinema. 
Similarly, if every one saved a penny of the 
shilling as it circulated, after eleven repercussions 
the stimulus would have worn itself out. As will 
be seen later, this is a very rough-and-ready 
description of the process. What actually happens 
is that the failure to spend each penny of the 
shilling sets up a wave of repercussions in the 
opposite direction, which will certainly tend to 
cancel the original repercussion. Whether they 
will exactly cancel it, and no more, will be 
considered below. For the present, we can say 
that the tendency to save a part of income does 
certainly act as a brake to the unlimited exagger- 
ation of any expansion in expenditure. But 
suppose the repercussion be a negative one, that 

^ General Theory of Employment, Interest and Money, 1936. 
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is, to consist of a series of shrinkages in the volume 
of purchases. Obviously, a tendency to save a 
part of the incomes which continue to be received 
could not act as a brake on the shrinking. On 
the contrary, it would accelerate the decline. 
Nor is there a general tendency to overspend a 
part of incomes to act as a brake on the landslide. 

To judge by the extent of the fall in production 
in the advanced capitalist industrialisms during 
the recent great depression, it appears that the 
fixity of a certain proportion of incomes is the 
main brake which prevents society from crashing 
downhill to the level of absolute unemployment 
and absolute starvation. The malignant nature 
of a repercussion set up by a market shrinkage 
lies in the tendency of employers to dismiss 
workmen when trade becomes slack, the con- 
suming power of these workmen being then 
removed from the market. Now if every one 
were working for himself, obviously no such 
thing would happen. We could not imagine any 
barrier of purchasing power intervening between 
a peasant and the corn which he grows and 
consumes himself. Similarly, the dilemma was 
absent in the craftsman economy of a medieval 
township, for as soon as one craftsman became 
idle, it would pay him to make an exchange with 
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another in a similar position. It is only in a 
capitalist economy, where production is, by wage- 
labour, liable to be thrown idle when demand 
slackens, and incapable of work on its own 
account without the co-operation of capital, 
that the repercussion phenomenon can occur. 
It follows, therefore, that if in a capitalist 
economy there are certain incomes not sensitive 
to every variation in the market, and consequently 
not liable to dry up as soon as demand fails, 
then the spending power of these incomes will 
provide a brake to the downward run. In this 
category are salaries, etc., of servants of the 
State and of industrial “key” men, unemploy- 
ment payments, interest on Government securities 
and a large proportion of “safe” industrial divi- 
dends, debenture interest payments, and in- 
directly the incomes of all engaged in the 
industries ministering to their wants. That the 
British volume of production decreased less than 
the German or American in the recent economic 
crisis may be ascribed to the more perfected 
system of unemployment payments, to the fixed 
incomes from our large National Debt and 
overseas investments. 

The most significant characteristic of the 
tendency to repercussion — one, incidentally, 
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which seems to have been overlooked by Mr. 
Keynes, and which is of paramount importance 
for his remedy of deficit financing considered 
above — is the extreme variability of its strength 
with the state of trade. In the depth of an 
economic crisis, stocks of all commodities have 
been piled up, to form a mighty barrier to 
further productive initiative. There may be one 
or two years’ supply of all the principal com- 
modities in stock, as against a normal stock of 
six months’ consumption. Any moderate expan- 
sion of purchases in these circumstances would 
merely result in drawing off a small proportion 
of the stocks. The wholesale merchants would 
certainly not utilise the purchase price in order 
to replenish already overabundant stocks, being 
only too glad of the funds to cancel the credits 
carrying the commodities. The purchasing power 
would simply cease to exist, since the banks 
would not be in a hurry to place another credit 
in such trade conditions even were there a 
demand for it. The surprisingly small expansive 
results of the first few months of Roosevelt’s 
deficit financing in 1933 may be attributed to 
the vast sums needed to absord the dead weight 
of surplus stocks upon productive activity. The 
same result would have been achieved had the 
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holders of stocks agreed to destroy them and 
cut the losses. I do not know if any estimate 
has been made of the surplus stocks of all com- 
modities destined for the British market which 
had accumulated by the time of the recent crisis. 
At any rate, the value must have amounted 
to more millions of pounds than the British 
Government could afford to spend on public 
works. A British public works policy in a slump 
period would have to reckon with a large pro- 
portion of its repercussions being nullified almost 
immediately by the world stocks of essential 
foodstuffs which it could never hope to absorb. 

Conversely, the unfavourable repercussion of 
any diminution in purchases would be damped 
down by the accumulation of stocks. Either the 
shrinkage of the market may not be noticed in 
time, or producers of goods whose production 
occupies a long period, such as agricultural 
products, ships, would not be able to cease 
production. Or a speculation in commodities, 
such as is characteristic of the later recovery 
from a depression, and the forerunner of the 
next slump, may artificially stimulate production 
and cause an accumulation of stocks. In this 
way, deficiencies in purchasing power, which 
are in reality present all the time, are temporarily 
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covered up, and, of course, set up no negative 
repercussions. Once the extent of the over- 
production becomes apparent and the market 
“breaks” there is a partial cessation of produc- 
tion and the repercussions burst forth with 
redoubled fury. Whereas variations in the size 
of stocks prevent undue exaggeration of fortuitous 
fluctuations in the market, they only serve to 
postpone and hence intensify any underlying 
and fundamental shrinkage. 

In demonstrating above the process of reper- 
cussions, it was necessary to analyse it stage by 
stage. Such a method is permissible in order to 
have a theoretical picture of the phases of the 
movement originated by a purchase, but in 
practice it would be very difficult to attempt to 
follow the general phases of any specific reper- 
cussion such as that set up by some major 
disturbance to purchasing power, such as a crop 
failure, a war. The widely divergent lengths of 
the productive processes so break up the reper- 
cussions into fast and slow waves that no general 
periods or cycles can be determined. In con- 
sidering the economy as a whole, however, the 
problem is simplified in that opposite reper- 
cussions, occurring simultaneously^ can be relied 
on to cancel each other out. It is merely a 
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question of tracing the repercussion of some net 
variation in the volume of purchases upon the 
purchasing power, and hence the purchases, of 
the next phase. And this net resultant reper- 
cussion will be significant or not, according as 
the stocks of commodities are small or large. 
The community’s purchasing power must be 
conceived as a fow meeting a counterflow of 
goods appearing on the market. Where the rate 
of flow of purchases diminishes without a corres- 
ponding diminution in the production of com- 
modities, a surplus of stocks accumulates. Any 
resulting fall-off in production in turn further 
reduces the flow of purchases. 

Finally, it should be remembered that the 
tendency to repercussion does not in itself tell 
why the major variations in the market occur. 
They explain nothing of the underlying causes, 
only magnify them. Their importance for this 
analysis is that they show the absolute necessity 
in a capitalist economy of not allowing any 
net shrinkage in the market to arise. 

There is a tendency among some modern 
economists io fly to a mathematical formulation 
of their ideak. I do not deny that within an 
economic scien<?e there is not an immense scope 
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for mathematics, but to resort to mathematical 
symbols and equations before the actual economic 
processes are understood only serves to shield 
superficiality and unscientific method— in the 
same way as the medieval practice of alchemy, 
and the positive religious doctrines as to the 
shape of the earth, stultified scientific research. 
Perhaps the gravest fault of the economists, 
especially of the monetary theorists, is a sub- 
servience to some general, usually traditional, 
equation, into which the whole dynamic of the 
capitalistic economic processes is forced. The 
result is an over-simplification of such trends 
as are analysed, and the neglect of others. 
An equation can only describe one particular 
logical relationship. When an economic analysis 
is centred around an equation, attention is 
concentrated on this one relationship, as if it 
gives a complete explanation of the whole 
mechanism whose behaviour is studied. This is 
like trying to explain the whole mechanism of 
the internal combustion engine by the equation 
of the power generated at various engine speeds. 
Obviously this is an' important part of the 
description, but a great many more equations 
would be necessary before the engine was 
completely described. In studying economic 
Gl 
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relationships we have the further complication that 
causal relationships become operative after vary- 
ing time intervals. For example, the concept E 
(coefficient of efficiency of an investment or of 
purchasing power) will vary for any one invest- 
ment according to the interval that elapses 
between the making of the investment and the 
observation of its effects. A man may buy shares 
in a new enterprise, and for six months the 
capital he has subscribed may lie unused (E=o). 
After nine months half of it may have been used 
in paying salaries and wages (£50= %). After 
a year all of it may have been absorbed (E= 
100%). Consider the time element in E in 
conjunction with Mr. Keynes’s K, the multiplier 
of repercussions, and one realises what enormous 
complications the time factor introduces. In 
the above example, the withdrawal of the funds 
from current consumption by the capitalist, 
and their lying idle for six months, may have 
caused a market shrinkage not only of their 
own amount, but may already have induced 
other capitalists to curtail their production in 
view of this shrinkage. The repercussions will 
persist after the six months, and even after the 
year, when the original market-shrinkage will 
have been remedied. Now when half of the new 



REPERCUSSIONS OF PURCHASE 99 

capital is once more, after nine months, placed 
in the flow of purchases, the favourable reper- 
cussions will be sent chasing after the previous 
unfavourable ones, and so on during the absorp- 
tion time of the whole capital. In the meantime, 
owing to varying trade conditions, the multiplier 
K may have changed. It may be contended that 
the difficulty may be overcome by composing a 
formula of the final effects of an act of invest- 
ment, that is, when all the repercussions have 
had time to work themselves out. But no such 
final effects exist, nor do the repercussions ever 
work themselves out. Every act of investment 
is a permanent contribution to a continuous 
flow, and one can no more discount the effects 
of any alteration to the flow after a certain 
period, than one can declare that after a certain 
interval, the effects of an historical event have 
ceased to become operative. Just as every 
historical event changes the course of history, 
so every investment changes the course of 
economic history. A false analogy has been 
drawn between investment repercussions, and 
the rings made by throwing a stone in a pond, 
and the simile is elaborated to infer that every 
wave of repercussions is weaker than the pre- 
ceding. For instance, if people spend nine-tenths of 
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their income on the average, every time the 
purchasing power which in the material form of 
the repercussion becomes income, one-tenth of it 
fails to rejoin the stream of purchases, and the 
vitality of the repercussion is held to be reduced 
by one-tenth. But why follow the fortunes of the 
positive nine-tenths and not of the negative one- 
tenth? It will have repercussions of the same nature 
as the positive, although, of course, with a tendency 
to curtail instead of to expand the market. 

Another point which, I believe, Mr. Keynes 
overlooks, is that at any one time, the multiplier 
K may be very different for positive than for 
negative investment. In a state of very bad 
trade, for instance, the positive multiplier may 
be cut short because the extra purchases are 
simply removed from stocks without merchants 
placing any orders with manufacturers to 
replenish them. At such a time, on the other 
hand, any further failure in purchases may 
induce manufacturers to stand employees off 
immediately. In such circumstances the reper- 
cussions of the negative one-tenth will be more 
important than the positive m'ne-tenths. 

It would be bold to suggest that these interac- 
tions could not be expressed mathematically. 
But such a feat would be largely of academic 
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interest. Even if an exact science of conjuncture 
were elaborated, it is extremely improbable that 
a capitalist economy would ever impose upon 
itself the discipline of so regulating personal 
accumulation, expenditure, wages and profit 
that the scientific technique could be utilised, 
and trade fluctuations abolished. It is very 
doubtful if mathematical expression would serve 
to clarify the general understanding of the pro- 
cesses, and in it lies the danger of complacency 
in those incomplete descriptions to which the 
algebra of the economists has been only too prone. 
Any series of formulae is likely to be a nice 
mathematical exercise, a scientific blind-alley. 
In practice, we are driven to a shrewd evaluation 
of the trends and of their relative strengths, and 
this we can do without the help of algebraic 
formulae. The important thing is to understand 
their general working, so as to summarise their 
general effects with a serviceable accuracy. 
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Repetitive investment — Ameliorative Investment — The per- 
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sary — Technological unemployment and rationalisation — 
The effects of rising productivity upon purchasing power — 
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whole economy — The fact of such an enlargement in 
nineteenth century Britain — Investment the mainspring to 
expansion — Capitalist productive relations hinder a rise in 
living standards — Unwillingness of the accumulating class to 
consume the enlarged output — Hypothetical case where living 
standards cannot rise at all — The process of a net shrinkage 
in purchasing power — Mr. Keynes’s equilibrium — An in- 
herent weakness in capitalism — The boon of waste — 
Armaments — Advertising. 

Should any algebraically minded economist 
still feel optimistic as to the possibility of incor- 
porating these economic reactions in a general 
formula, let him consider another effect of an 
investment in production which has not yet 
been taken into account in this analysis. 
In the introductory chapter reference was made 
to what seems to me an important gap in the 
analysis of Mr. Keynes and others of the 
“dynamics” of capitalism, namely the effect 
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of an investment upon the general productivity 
of labour. Quite apart from the statistical and 
historical evidence for such an effect, it is hardly 
necessary to point out how this tendency must 
exist so long as new capital is invested with the 
purpose of producing goods more cheaply (Gf, 
the methodical proof by Bohm-Bawerk that a 
more highly capitalised process is the more 
efficient) . Likewise there is no need here to 
digress upon the theoretical difficulty of measur- 
ing exactly the changes in the productivity of 
labour. The same difficulty exists in respect of 
indices of industrial production, prices, etc. 
The productivity of labour, of course, is measured 
by the quantity of commodities which are 
produced by a representative unit of labour 
under given industrial conditions. 

Theoretically, investments in production may 
be classified as repetitive or ameliorative. A repetitive 
investment merely provides additional imple- 
ments of production of the type generally in use, 
or, precisely, the productivity of the labour 
which will be used with these implements is 
equal to the average productivity of labour 
already engaged in that branch of manufacture. 
This type of investment need not concern us 
much here. It cannot be said that its ultimate 
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effects upon the productivity of labour or the 
economic development of society are nil, because 
a larger scale of production, by providing wider 
markets, makes economies in other industries 
practicable. The importance of repetitive invest- 
ment is of a negative kind — it is capable of 
expanding the market without any after-effects 
by way of heightened labour-productivity. 

It is the ameliorative investment which has 
the interesting effects upon the volume of pur- 
chases. It eonsists in the provision of an improved 
means of producing commodities, i.e. whereby 
the productivity of labour is increased. Naturally 
an investment can be either highly or slightly 
ameliorative, that is, increasing the productivity 
of labour by much or by little. By the expression 
“technical progress” it is admitted that invest- 
ments as a whole are ameliorative; and the 
general tendency to an increase in the 
productivity of labour under capitalism has been 
statistically ascertained. In fact, the unfailing 
regularity of this trend is remarkable. In the 
introductory chapter were given some figures to 
show its strength in recent years. The most 
convincing was that between 1924 and 1930 
— a time when British industrialists were being 
blamed for not keeping up-to-date — the produc- 
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tivity of labour in Britain rose by 2 1 %. Between 
1930 and 1936, which includes a long period of 
crisis and depression when industrial investment 
was at a standstill, the inexorable trend persists, 
British labour productivity rising by ii'5%.^ 

It is highly unlikely that during any period of 
capitalist production the productivity of labour 
decreased, or even remained stationary. The 
facts go to show that we can regard this process 
as a law of capitalist economy, a law which has 
never been given its due prominence by the 
bourgeois schools, and one of tremendous effects. 
Besides being statistically demonstrable, the law 
is, theoretically, not only feasible, but inevitable. 
Unless there is an extraneous expansion of the 
market, repetitive investment would be unprofit- 
able. A capitalist will not generally be able to 
capture a part of the market unless he can produce 
commodities more cheaply. Nor will a firm 
already in possession of the market refrain from 
reducing costs if it sees an opportunity. No more 
succinct example of the workings of this urge 
can be given than the following comment of 
the Economist^ upon the development of British 
coalmining: 

^ This figure is derived from the Board of Trade index of production 
and trade, and the numbers in employment. 

*Junc ist, 1935. 
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“Although the tonnage disposable in 1934 was 
still about 32 millions below the level of 1929, the 
profits nearly equalled those of the last pre- 
depression year. This is a notable achievement. 
It is due to the growth of mechanisation, to the 
parallel reduction in the total of workers em- 
ployed, and to the consequent increase in the' 
output per manshift and the reduction in labour 
costs per ton raised.” 

A new process, whether introduced by an exis- 
ting firm or a new competitor, may be reckoned to 
lower the cost of production. Either the capitalist 
uses less labour or his capital expenses must be 
less per article produced. If the saving is made on 
his labour costs, no one would deny that the 
labour-productivity has been increased. Let us 
consider the case of a so-called capital-saving 
investment. This means that the capitalist is 
able to cut his cost of production either because 
he has effected economies in raw materials, fuel 
consumption, etc., or he has reduced wear and 
tear in his machinery, or he has adopted a newly 
invented process which needs a less expensive 
machine to do the same work. Whichever variety 
of capital-saving takes place, the effect for our 
purpose is the same. If he can produce the article 
with less raw material, the demand for the latter 
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will relatively shrink, relatively fewer workers 
will be employed in its production. If we imagine 
so many hours of human labour incorporated in 
the raw material, less hours of human labour will 
be included in the final product. If the capitalist 
has reduced wear and tear, he need purchase 
new machines, or replace their parts, less fre- 
quently. Less labour is expended on machine 
production and repair. In this way, also, there is 
a saving of labour if cheaper machines are 
installed. It may be objected that even if less 
labour is needed to provide the fixed capital 
for any process, this may not mean the em- 
ployment of less labour in the process as 
a whole. Actually, the chances are that an 
improvement increases, rather than decreases, 
the proportion of capital to labour in its own 
stage of manufacture. But the fact that the invest- 
ment is ameliorative means that the cost of 
production as a whole has been reduced. If a 
saving in capital cost were more than balanced 
by an increase in labour costs, the improvement 
would not be adopted. Hence it is seen that 
even a so-called capital-saving improvement 
dispenses with labour, and increases the general 
labour productivity of the economy as a whole. 
The only difference between a labour-saving 
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and a capital-saving improvement is that the 
former effects an obvious saving of labour in the 
process under consideration, while the latter 
effects a hidden saving of labour in an earlier 
process. The one saves living labour, the other 
the labour embodied in the raw materials and 
implements. The difference is immaterial to the 
argument and in future will not be made. 
There is, however, one possible relevance in the 
distinction. A labour-saving improvement entails 
the dismissal of employees, and the loss of 
purchasing power of a very high E. On the other 
hand, a capital-saving improvement will dispense 
with capitalised labour units, so that the incomes 
of accumulators, with a low E, are impaired as 
well. But this is only a small factor bearing on 
our evaluation of a trend, and does not justify 
our making the above distinction in ameliorative 
investment. 

Our conclusion is, at this stage, that all 
ameliorative investment raises the productivity of 
labour, that is, fewer workers are employed for a 
given output. This constant tendency to what is 
called “technological unemployment” has ob- 
tained recognition in some quarters. So far as 
I know, nevertheless, no attempt has been made 
by economists of the bourgeois schools to make an 
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analysis of it. It has generally been taken for 
granted that it is something we need not worry 
about, and that, if we did, it would not make 
much difference, because technical progress has 
got to come all the same. It is easier to revert to 
an attitude of laissez faire which assumes that 
displaced workers will, somehow or other, be re- 
absorbed. Enthusiasts over rationalisation, which 
entails an acceleration of the trend, used constantly 
to reassure us that it means, at the worst, only 
temporary unemployment. But the matter was 
not investigated thoroughly. The Economist falls 
into this easy optimism in declaring : 

“No fundamental reason exists why released 
labour should not be re-absorbed in new industries 
to-day as it always has been in the past.”^ 
Note the completely illogical inference that 
because re-absorption has occurred in the past, 
the same result may be anticipated now, in 
qualitatively different circumstances. This is 
like saying that because a runner is not exhausted 
half-way through a mile race, he will not be 
exhausted at the end. 

Let us trace the process with a little patience. 
It will be necessary to introduce simplifications, 
which will subsequently be removed. The first 

^ Economist, April 28th, 1934. 
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of these is that there are a large number of firms 
providing each article (competitive conditions) ; 
and the second is that the market for the 
commodity whose production is cheapened is 
inelastic. This latter means that whether the 
maker raises or lowers the price, the public buys 
the same quantity. Suppose a general improve- 
ment to be adopted among manufacturers of 
shoe-laces by which production costs are lowered 
by 10%. Competing among themselves, the 
manufacturers pass this saving on to the con- 
sumers. The demand for laces being inelastic, 
the latter will not, because of the price reduction, 
buy laces rather than string with which to tie 
parcels, nor chew them rather than buy toffee. 
The industry finds that its total receipts have 
been cut down by io%, and the workers in that 
industry find that, collectively, they earn io% 
less wages. As a group their purchasing power 
has been cut down by a corresponding pro- 
portion. Note, however, that the public will 
still have their saving on the price of shoe-laces 
in their hands as purchasing power. If they 
dispose of this on other consumption, that is, 
E is not reduced, there is no diminution on 
the part of the community of the power to 
purchase. 
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A more detailed statement of the process is 
as follows. The loss of purchasing power in the 
bootlace industry (io% decline) sets up a round of 
negative repercussions, starting with a fall in those 
articles generally bought with a wage-earner’s 
income. The saving by the community on boot- 
laces, on the other hand, releases an exactly 
equal amount of purchasing power, which, if spent, 
sets up a compensating positive repercussion, 
similarly beginning with the commodities usually 
bought by a wage-earner. It is possible that the 
negative repercussions will have a short start 
because the bootlace workers may be stood off 
before the price of laces is cheapened. On the 
other hand, there will probably be some invest- 
ment in production necessary to instal the new 
process, which will make good the gap, so that, 
coming at the time it does, the delay between the 
onset of the two opposite repercussions will be 
unimportant. The negative and positive reper- 
cussions, therefore, will cancel each other out, 
and the volume of purchases remains unchanged. 
Of course, the expansive effect of any investment 
in production initiating the new process is here 
left out of account, except in its coincidence with 
any possible time lag. 

Let us now withdraw the proviso of an 
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inelastic market, and suppose the economy is 
effected in production of furniture. The lowering 
of prices by io% may encourage the public to 
spend 20 % more on furniture. It does not 
matter for the illustration whether the furniture 
trade workers receive 20% more wages, or 
whether 20% more are employed (we supposq 
employers are forced to pass on their share of 
the increased returns to the workers). The 
furniture trade has 20% more purchasing power. 
But the public cannot spend again the additional 
money with which it has bought furniture, and 
must correspondingly reduce its purchases of 
other commodities. Other trades have been 
deprived of the purchasing power for the benefit 
of the furniture trade. 

Similarly, it can be shown that with any 
elasticity in the demand for a commodity, or 
change in the total receipts of an industry, the 
aggregate money receipts of the community are 
not affected by a cheapening of the cost of 
production. The public may transfer a part of 
their incomes to furniture from other commo- 
dities. The volume of incomes has not increased, 
and consequently there are no additional funds 
with which to swell the volume of employment, 
or pay higher wages. Nevertheless, the com- 
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munity’s, output of commodities has risen, and 
through the channel of falling prices what may 
be termed the commodity-purchasing power of the 
people has been increased. But the consuming 
power, measured in terms of the work embodied 
in these commodities, the labour-purchasing power, 
remains stable. There has been a good deal of 
loose thinking on this point, especially by 
advocates, or apologists, of rationalisation. It 
has been assumed that the extension of demand 
due to the cheapening of an article entails an 
expansion in the general purchasing power, as 
measured in labour, that is to say, that all 
available reserves of labour will be absorbed by 
the extension of the demand for commodities. 

At this stage it may well be enquired how 
exactly the whole scale of capitalist production, 
of consuming power, and of employment, can 
be expanded. We know that the capitalist system 
has given scope for a many-fold increase in 
population. For example, the population of the 
United Kingdom nearly doubled between 1821 
and 1901, and the growth of American popula- 
tion must have been far more rapid. In the 
foregoing analysis no allowance was made for 
any swelling of purchasing power by an invest- 
ment. It was implicit that the furniture trade, 
Hl 
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in reverting to the output of cheaper goods, 
only made a negligible capital investment. This 
is quite feasible. The trade may have discovered 
that if they turned out a cheaper variety of 
furniture, greater numbers of people would 
consider the purchase worth while. Let us add 
the complication that the industry, at consider-, 
able expense, reverted from a handicraft 
technique to a mass production. Large new 
factories may have been built, and large invest- 
ments of new capital made. Provided that 
unemployed workmen were available, additional 
employment would be given, and with it the 
volume of purchasing power would be increased 
in an absolute sense, which would be magnified 
by' repercussion. This swelling of purchasing 
power, which may be termed an investment 
expansion, is of course ephemeral, ^ lasting only 
so long as the actual invested funds are being 
put into circulation in the form of wages, salaries, 
profits, rents, etc. As a result of the investment 
expansion, the public can proceed to buy 20% 


^ Ephemeral in the sense that the purchasing power and repercussions 
generated by the investment do not spell a permanent enlargement of 
the market. Fresh initiative is always needed to replace one investment 
with another. Should the new investment fail to materialise, a wave 
of negative repercussions begins to chase the positive repercussions of 
the former investment. Nevertheless, an investment does perform the 
function of jerking consuming power up to a higher level. 
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more furniture without causing a net diminution 
of incomes in other industries. True they will 
still transfer part of their incomes from general 
consumption to furniture, but the circulation of 
the invested funds will make good the deficiency 
for other producers. Since the funds have been 
made available with which to pay the extra 
wages, there can now be an increase in employ- 
ment. There has been a net increase in the 
volume of incomes; production has risen not 
only on account of the greater efficiency of 
furniture workers but also because more men are 
engaged in the production both of capital goods 
and consumption goods. 

Even if the investment expansion in the 
furniture industry was insufficient to enlarge the 
market significantly, investments in other indus- 
tries may be taking place opportunely, and so 
allow the furniture trade to take more purchasing 
power without other trades suffering. For example 
just as the cheaper furniture is coming on to the 
market, a large investment in house-building 
may be made, the purchasing power generated 
by which would raise the level of general pur- 
chases, so that industry as a whole would feel 
no deficiency by the transfer of incomes to 
furniture. Nor need this process fail in times of 
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full employment. An investment expansion 
may be generated by paying higher wages to 
those already employed instead of employing 
addi-tional men. There would be a net 
addition to incomes, and consequently to 
purchases, just as if extra employment had 
resulted. 

On a superficial review of these conclusions, 
it may be thought that the dynamic factor of 
increasing labour productivity is not so decisive 
after all, that the movements such as those 
described above cancel each other out, and 
provide no further basis for analysis. One import- 
ant conclusion, at least, has emerged so far. 
The notion that a capitalist economy grows 
according to some natural law, like a tree — 
always taken for granted by the Alfred Marshall 
school — has no basis of fact. It cannot be said 
that all reserves of labour will be absorbed just 
because the labour is available, any more than 
it can be said that stocks of consumable goods 
will be consumed because there are people 
physically capable of consuming them. The 
touchstone to expansion is seen to be the degree 
of new investment concurrent with the appear- 
ance of the new goods and the new labour on the 
market. 
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It is i^ow time to remove one vital proviso 
from the analysis. In considering the effects of 
raising the productivity of labour, it was assumed 
that, by a lowering of prices, the benefit of the 
technical progress would be passed on to the 
consumer. In a competitive capitalism, both 
Alfred Marshall and Karl Marx would agree, 
the prices of commodities would fall as their cost 
of production was lowered. Hence the increased 
productivity of labour need never leave a surplus 
of commodities on the market, because producers 
would be able so to lower prices that the public, 
with its existing money incomes, would be able 
to absorb the whole output. Capitalists would 
continue to enjoy an average rate of profit, the 
same number of workers would remain in 
employment despite their increased productivity. 

There is, then, a tendency, under competitive 
conditions, to pass on the reduced cost of a 
comrnodity to the consumer. In innumerable 
instances, the factory production of men’s suits, 
the mass production of cars, etc., this process is a 
matter of everyday experience for each one of us. 
But if the market is to absorb the whole of the 
enlarged production which the increasing labour 
efficiency is throwing upon it, the standard of 
living of the community must rise in proportion 
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to its increasing productivity. In fact, ye know 
that this does not happen, at least not always, and 
as a matter of course. Besides the prices of 
commodities falling, wages can fall, and do so 
when bad trade and unemployment give em- 
ployers the superior bargaining power. It is 
quite true that during the nineteenth century, 
as a whole, real wages rose considerably — by 
8o%, for instance, between 1850 and 1900.^ 
But whether this corresponded to the increase in 
productivity is doubtful. The curve of real 
wages is a fluctuating one, rising sharply in 
times of good employment, and falling in bad.* 
Only because capitalism did on the whole 
succeed in solving its market problem during the 
nineteenth century were real wages able to rise. 
During the period 1900-14, real wages fell 
decisively, by about 10%. The rise between 
1920 and 1935 of 15% is not nearly as great as 

^ According to the be.st estimates obtainable. 

* Sir William Beveridge should have known better than to attempt 
to show, by correlating real wages and unemployment, that the lower 
wages the workers will accept, the more will be employed. All his 
correlation shows is that there is an element of rigidity about wage- 
rates, so that a fall in prices will enable workers to buy more com- 
modities and vice versa, until wages have had time to adjust themselves. 
In the post-war years, the period that Sir William uses, price falls were 
associated with periods of bad trade, and therefore with unemployment. 
The temporary rise in real wages, caused by the price fall, coincides 
with the rise in unemployment. The common cause of both is the 
state of trade, and not, as Sir William would have it, the willingness of 
the workers to accept lower wages. 
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the gro;wth of labour productivity during this 
period. 

During the past generations, ideas of what is a 
tolerable subsistence have changed, and unem- 
ployment insurance has improved the bargaining 
power of the worker. Considerations such as 
these, which determine the general level of 
wages, have little or nothing to do with how 
much a worker can produce. At any rate, no 
one would maintain that real wages rise because 
labour productivity has been heightened, as a 
direct cause and effect. In certain circumstances 
the reverse could be argued. 

In defining purchasing power and the volume 
of purchases it was emphasised that although 
these may take a money form, they are essen- 
tially commodity concepts. For instance, in 
discussing how an expansion of the whole 
economy could take place, extra purchasing 
power was shown to come on to the market, via 
investment, in the form of income-money. A 
shrinkage of purchasing power may take the 
outward form of a reduction of money incomes, 
but, fundamentally, it means that the quantity 
of goods which the people can buy with their 
money incomes has diminished. The index of 
real wages is a measure of purchasing power for 
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the great mass of the community, the .working 
class, when the number of workers remains 
stationary. Consequently, if real wages do not 
rise to the extent of the increased labour product- 
ivity, it cannot be assumed that the community 
will be allowed to retain the benefits of the latter 
which it has received by way of price reductions. 
To be true, the incomes of salary-earners may 
remain fixed in terms of money, so that falling 
prices would increase their purchasing power 
commensuratcly with the rising productivity. 
But such incomes only absorb a small proportion 
of the national income. 

The remaining important category of incomes 
are those which arise from the sharing-out, by 
one means or another, of the profits of industry. 
Such incomes, those of private employers, share- 
holders, etc., have the important qualitative 
distinction from the other categories that they 
are not subjected to the restraint of being “costs” 
in anyone else’s balance-sheet. This class aims to 
maximise its income, and there is no other class 
in a position to impose upon it rigid limits. But 
we have seen in a previous chapter that to 
accumulate, rather than to spend all its income 
on personal consumption, is the social behaviour 
of this class. If the accumulators could bring 
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themselves to absorb whatever surplus of commo- 
dities the rising labour productivity has generated, 
and which the working masses are not allowed 
to consume, we would still be justified in accept- 
ing the proviso that the community as a whole 
will be able to absorb all the benefits of this 
rising labour efficiency. The actual position, in 
the words of Marx, is that we are faced with the 
contradiction of “consuming power based on 
antagonistic conditions of distribution, which 
reduces the consumption of the population to a 
variable minimum within more or less narrow 
limits. The consuming power is furthermore 
restricted by the tendency to accumulate, the 
greed for an expansion of capital.”^ 

To maintain that none of the expanding pro- 
duction is absorbed by a rising standard of 
living owing to the tendency to the subsistence 
level, would be a mechanical and unrealistic 
attitude. We know that rising living standards 
have contributed in the past to this absorption, 
but we have no guarantee that they will continue 
to do so in the future. However, for the purposes 
of analysis, let us imagine a state of affairs where 
the increased productivity is not in the least compensated 
by rising living standards, nor consumed by capitalists, 

^ Marx, Capital t voL iii, p. a86. 
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etc. If we revert to the illustration of an improve- 
ment being made in the production of bootlaces, 
then the position is now, that the standing-off 
of io% of the bootlace workers causes a shrink- 
age in the market for wage-earners’ purchases. 
But since, by hypothesis, the rest of the com- 
munity cannot avail itself of the purchasing 
power which has been released by the cheapen- 
ing of the laces, the total volume of purchases 
is reduced. For the purpose of a more realistic 
illustration, let us suppose that the price of 
bread is lowered, and that, nevertheless, there 
is no significant increase in the amount 
demanded. At the same time, wages are reduced, 
so that the working class is neither better nor 
worse off than before. They spend 2s. less on 
bread per week, and receive 2S. less wages. They 
consume exactly the same amount in com- 
modities. Their commodity-purchasing power 
has not been impaired. But there is less labour 
than before embodied in their consumption; 
their labour-purchasing power has been reduced. 
As far as they are concerned, they do not notice 
this. It is the workers and farmers engaged in 
the improved process of bread-making who find 
that a certain number of them are without 
employment. The total money-income of this 
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industry, and its commodity-purchasing power 
has been reduced. There is a net shrinkage of 
the market, measured both in money purchases 
and commodity consumption, which will be 
magnified by repercussions. 

Without burdening the reader with the detailed 
application of this case to commodities of vary- 
ing elasticities of demand, it can be seen that 
for commodities as a whole, any increased 
efficiency of labour, faced with a complete 
rigidity of living standards, must throw men 
out of work by the exact extent of the increased 
efficiency. For instance, if the same number of 
workers produce 3% more goods each year, and 
the community is unable to absorb a single 
additional article, then every year 3% of the 
workers must be stood off. In the case of the 
furniture workers, the elasticity for whose product 
was so great that a reduction of 10% in prices 
induced the public to spend 20% more than 
previously on furniture, the employment in the 
furniture trade would nevertheless increase. Since, 
by hypothesis, however, total consumption could 
not increase, the demand for other commodities 
must decline proportionately, and the labour of the 
community having become more efficient, there 
must, by so much, be a reduction in employment. 
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The proposition can be formulated thus: If 
the standard of living of the community cannot 
rise, every increase in labour productivity will 
not only cause, by so much, a reduction of 
employment, but, by eliminating the purchasing 
power of the displaced workers, will set on foot 
a series of unfavourable repercussions, and finally 
result in a net shrinkage of the market. This, 
so long as the shrinkage is not counter-balanced 
by extraneous investments in production. The 
proviso as to the rigidity of living standards 
should be borne in mind. The usefulness of the 
analysis is not in the least vitiated by showing 
that the standard of living can, and mostly does, 
rise. To the extent that the standard of living 
does not rise sufficiently, in such measure will 
the cumulative shrinkage become a reality. In 
capitalist economies where, by one means or 
another, special measures are taken to prevent 
a rise in living standards, as in the Fascist 
states, the argument becomes the most literally 
applicable. As far as Britain is concerned, it 
must be remembered that nearly a quarter of 
the working population is engaged on produc- 
tion for export. It is not only a question, there- 
fore, of ensuring a continuous rise in domestic, 
but also in world, purchasing power. For the 
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tendency to growing labour efficiency applies 
none the less to export manufacture. 

When we speak of a net shrinkage in the 
market, it is important to envisage the actual 
process. In the above examples of the effects 
of greater labour efficiency, it was assumed that 
industry was competitive, and that capitalists 
were unable to make special profits, say by 
maintaining prices despite lower production costs. 
In this case, the bulk of purchasing power 
accruing to all engaged in the trade, i.e. both 
workers and capitalists, would be lowered except 
in cases of extreme elasticity. Manufacturers 
would require smaller sums to finance current 
production, and would either fail to renew bank 
credits, or leave their own funds unused. So 
much purchasing power in its monetary form 
would have been cancelled. If, on the other 
hand, capitalists, holding a monopoly, or having 
some other special advantage, are able to turn 
the greater labour efficiency into profits for 
themselves, the purchasing power is only can- 
celled if they fail to invest or spend these profits. 
Purchasing power would have been diverted 
from employees’ to capitalists’ use, from a higher 
to a lower E. 

In order to carry the analysis still further, it 
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will be convenient to start from the supposed 
state of equilibrium as formulated by Mr. Keynes 
in his Treatise on Money (1930). This is a state 
of things where the volume of purchases balances 
the volume of purchasing power; there are 
sufficient investments in production to counteract 
the shrinkage of the market due to hoarded accm 
mulations, i.e. income-money not disgorged on 
current consumption. The volume of purchases 
equals the actual purchasing power, since people 
either spend all their incomes, or someone else 
spends it for them. Mr. Keynes takes no account 
of any possible net shrinkage in the volume of 
purchasing power itself. In the circumstances 
which we have analysed above, we have seen 
that this net shrinkage is a constant tendency in 
a capitalist economy, due to the continual 
technical progress. Given, then, an increased 
technical efficiency, the volume of purchases 
can still equal the purchasing power (i.e. invest- 
ment = savings), and yet men will be thrown 
out of work. The quantity of commodities produced 
may remain the same as previously, but the 
number of men required to produce them has 
diminished. The state of equilibrium has been 
reproduced, but on a shrunken scale as far as 
employment is concerned. Furthermore, in the 
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ensuing phase, purchasing power and the volume 
of purchases will shrink from a monetary point 
of view as well, so that unfavourable repercussions 
will be generated. If the original amount of 
employment is to be maintained, investment in 
production must not only equal the accumula- 
tion; it must be sufficiently in excess to compen- 
sate for the purchasing power which has been 
cancelled. It may be that the whole of the advan- 
tage of increased efficiency has materialised in 
profit. Then it is only a question of investment 
up to the amount of the accumulation. But this 
accumulation will be greater than the previous 
amount of investment, and investment in the 
ensuing phase must needs be greater than in 
the previous. In any case, the maintenance of 
the level of employment demands a growing 
volume of investment. From another point of 
view this is all the more evident. If the consump- 
tion of the community may not rise per head 
(and that is our hypothesis) and labour grows 
more efficient, an increased production of capital 
goods, or a greater waste, is necessary to keep 
all employed. 

Let us suppose that a capitalist economy is 
becoming productively more efficient by 2% a 
year, which is not an unreasonable assumption 
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for the post-war years. Whereas in one year 
one hundred men produce a given output, only 
ninety-eight are needed in the next. Only ninety- 
eight have wages to spend. It is evident that 
purchasing power, and, unless otherwise com- 
pensated, the whole market, has shrunk by 2%. 
In order to maintain the employment level, there mmt 
be net increase in the volume of investment equal to 
2% of the whole national income. I do not know 
of any estimate of the proportion of British 
incomes which are saved and invested. For the 
purpose of this illustration let it be taken as 
20%. Then, in the ensuing phase, investment 
must equal 22 % of the national income, that 
is, the amount of investment must increase by 
10 %. Now, generally, one cannot increase invest- 
ment without still further increasing labour 
productivity. After all, capitalists do not invest 
to maintain the community’s purchasing power 
and employment, but to make a profit or draw 
dividends. Only investment in the form of State 
deficit financing could avoid raising productivity. 
As soon as the second dose of investment has 
taken the form of new instruments of production, 
yet more labour will be dispensed with, so that 
out of the hundred originally employed, just 
over ninety-six will remain in work. The com- 
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pensating volume of investment must rise to 
nearly 4% of the national income, and will in 
turn generate greater labour productivity. If 
successive doses of investment continue to make 
labour more productive on the same scale, the 
compensating amounts of investment in the next 
phases must increase by geometrical progression. 
Actually, for lack of suitable placings for their 
funds, accumulators may get used to a reduced 
rate of profit, that is, they would initiate improve- 
ments which give a smaller increase in labour 
efficiency. Nevertheless, the amount of invest- 
ment would need to increase absolutely from 
phase to phase, but the necessary increases 
would be smaller in proportion to the amount 
invested. The rate of geometrical progression 
would only be retarded. Our conclusion may 
be stated thus : so long as consuming power 
cannot increase, and labour productivity rises, 
the volume of investment must grow in pro- 
portion to the net saving of labour in order that 
employment may be maintained and a market 
shrinkage averted; and the rate of growth must 
be in geometrical progression so long as the 
productivity of investment remains constant.^ 

^ It is interesting to compare this conclusion with that of Marx: 
“We find that an accelerated accumulation of total capital (accelerated 
in geometrical progression) is needed to absorb an additional number 

II 
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We may bring the proposition nearer to reality 
by allowing for some rise in the standard of 
living, insufficient, however, to absorb the whole 
increased production. Then the necessity for a 
cumulative growth in investment persists : it need 
not equal the total increase in productivity in 
this case, but just that increase in productivity 
which the higher living standard is unable to 
absorb. 

In a modern capitalist economy, this failure 
of the living standard to absorb the growing 
productivity is a reasonable assumption. Such 
statistical data as are available indicate that this 
has been the case in the post-war years. The 
conclusion is an alarming one. It might be termed 
fantastic, did not the economic history of this 
period show equally fantastic phenomena which 
give a plausibility to the conclusion of this analysis. 

The crux of the dilemma facing an advanced 
capitalism consists in where to find a profitable 
placing for the ever-necessary volume of invest- 
ment, in the face of the general rigidity of the 
market limits. If we gauge that the failure of 
purchasing power does in fact become operative, 


of workers, or even, on account of the continuous metamorphosis of 
the old capital, to keep in employment those already at work.” (Capital, 
vol. i, p. 695.) 
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outlets must be found for a continually growing 
stream of investment. The demand for profitably 
utilisable inventions and new fields for invest- 
ment becomes insatiable. Should the dizzy round 
lose its momentum, should the propelling power 
of investment once fail, the whole mechanism 
jams ; the chronic shortage of purchasing power, 
the heaped-up stocks of unsold commodities are 
familiar to us in the phenomenon of the economic 
crisis. Not only is a relapse predicted by the 
reasoning of this chapter, it is shown to become 
more and more inevitable the longer it is delayed. 
Each feat of enlarged investment calls for a 
larger to follow, and makes the ensuing feat 
more improbable. 

Why, with the onset of a crisis, the whole 
economic structure is not completely paralysed, 
is discussed in another part of this essay. Suffice 
it to consider here why the tendency does not 
work itself out quite so mechanically as our 
analysis might seem to indicate. There are what 
may be called certain mitigating or alleviating 
factors which are able at times, and for a time, 
to counteract the relative deficiency of purchases, 
and hold off the crisis. 

If an increase of saving and investment 
aggravates the tendency, a decrease will abate 
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it. For instance, if we can persuade the accumu- 
lating class not to dispose of their surpluses 
by investments in production, but by buying 
luxury motor-cars or houses or yachts, or make 
benefactions to hospitals, this spending .will 
maintain purchases in lieu of the investment 
of the funds coming into their hands. It has 
not that awkward effect of increasing the labour 
productivity for the ensuing phase. The giddy 
round has been decelerated. In fact, if all 
investments in production were forbidden, so 
that the productivity of labour remained stable, 
and we were commanded to spend the whole 
of our incomes, we should enjoy the theoretical 
state of equilibrium. Needless to say, such a 
policy would be impracticable under capitalism, 
and in any case undesirable. With the pro- 
ductive capacity society has at its disposal, we 
could not tolerate a remedy which barred us 
the use of its fruits merely because we could 
devise no economic structure capable of stand- 
ing the strain of the increased capacity. There 
would be too many to argue new wine in new 
bottles.^ 

^ Actually, during the Middle Ages the gilds imposed very stringent 
regulations against the use of more than a certain recognised number of 
mechanical devices, but they prohibited mechanical production at its 
beginning, not in its maturity. 
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To return to the formal logic of the argument, 
there is no need, of course, for savings to be 
absorbed by personal consumption. It would do 
equally well to produce anything of an un- 
productive nature, rather than invest in pro- 
ductive resources. No matter where the waste, 
so long as it is wasted expensively. The paradox 
could not be better illustrated than by Mr. 
Keynes’s ironic suggestions; wealthy men might 
be persuaded to build pyramids to receive their 
mortal remains; or they may comfort their souls 
by buying church masses; the community might 
finance the burying of bottles of bank notes 
in disused coal-mines and the digging them up 
again. The conduct of wars, the most prepos- 
terous means of waste, is the only one in which 
the capitalist economy has so far indulged 
in sufficient measure to interrupt the vicious 
circle of growing productivity, and temporarily 
to banish the market problem. It is not 
necessary to have a war in order to indulge 
in this solution of the market problem, at 
any rate not right away. The piling up of 
armaments has a very considerable mitigating 
effect. There is little doubt that the German 
economy under the National Socialist govern- 
ment has considerably reduced unemployment 
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by armament financing, and to a certain extent 
so has Britain. 

One other alleviating factor must be noted. 
As the acuteness of the market problem takes 
the form of sales difficulties in individual firms, 
more elaborate sales organisation and greater 
publicity are needed. All too familiar are the 
armies of newspaper canvassers, travelling sales- 
men, and the advertisements which decorate 
every spare patch in our towns. The Economist^ 
has estimated that 3(^85,000,000 a year is spent 
in Britain on advertising in the strict sense of 
the word. It points out that the “first and most 
striking feature” about press advertising “is that 
the amount spent upon it is rising year by year”. 
If expenditure on press advertisement is growing 
it is reasonable to assume, and it can be generally 
observed, that more money is being spent each 
year on all forms of such socially wasteful 
expenditure. A few years ago, the president 
of an advertisers’ association claimed that no 
less than 3(^200,000,000 a year was spent on 
his trade. Naively, he was drawing attention 
to the value of his calling because of the money 
it put into circulation, and the work it gave. 
He was more fundamentally correct than he 


* Feb. 20th, 1937. 
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realised. All these canvassers and salesmen pro- 
duce nothing, in any ultimate sense. They are 
a net cost on industry as a whole. Certainly 
they do not make the labour of an ensuing phase 
more effective. They come within the category 
of the blessed waste which holds us from whirling 
up and up until our wings melt and we collapse 
into the abyss. Competitive marketing and distri- 
bution perform the same social function. Between 
1923 and 1929, employment in the distributive 
trades in Britain increased by 400,000 persons.^ 
In the U.S.A. a similar tendency is seen. 
In 1930 industries producing commodities were 
occupying a 6-8% smaller proportion of the 
total employed community, while trade engaged 
a 2-3% greater proportion — numerically, an 
increase of over 1,800,000 persons. ^ 

Finally, it must not be inferred that the 
tendency to market shrinkage which has been 
deduced precludes an absolute expansion of the 
whole market; nor must it be objected that 
because capitalism has in the past continually 
enlarged the whole scale of its economy, support- 
ing now 45,000,000 people in Britain where 
once a handicraft production only made room 
for 5,000,000, events have proved the analysis 

^ Economist^ April 28th, 1936. 
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to be invalid. The mainspring to expansion, 
apart from extensions of the market into non- 
capitalist spheres, has been shown to be invest- 
ment. So long as investment is so great as to 
expand absolutely the volume of purchases, the 
whole scale of production will be jerked up to 
a higher level. Once, however, the higher level 
has been achieved, the same tendency to 
deficiency of purchases comes into play once 
more. The secular rise in nineteenth century 
capitalist production, punctuated by economic 
crises, is not only consistent with, it also supports 
the conclusions of, this analysis. 



CHAPTER VII 


FURTHER CONSIDERATIONS ON 
THE PROBLEM OF PRODUCTIVITY 

The need to keep theory in close touch with reality — The 
failings of the bourgeois economists — The existence of trade 
cycles and the course of nineteenth century industrialism 
tend to confirm the theory — ^'The mutual destruction of 
capitals under competitive conditions — The importance of 
qualitative changes in capitalism. 

The THEORY OF the market as so far out- 
lined, however abstract in appearance, was 
based upon the observation of such modes of 
behaviour as were relevant to the enquiry. For 
example, it was implicit that in the economy 
under observation men co-operated for the 
production of commodities in a certain special 
way, that of employer and employed. It was 
also noted that the expenditure of incomes 
constituted an important part of the market 
for these commodities. The laws of behaviour, 
both of men, and their contrivances and pro- 
ducts, which we have accepted as our data, 
are for the most part simple and incontestable. 
Such contentiousness as may arise will be in 
the laws of working of the economy as a whole 



138 CAN CAPITALISM LAST? 

which are deduced from a study of its constituent 
parts. When new, and especially when startling, 
conclusions have been deduced, it is essential 
to re-examine the object studied to see if the 
discovery can possibly be in accordance with 
the facts. Of all the theoreticians who have 
studied material phenomena, the economists 
have perhaps been the greatest defaulters in 
this mental discipline. Neatly finished hypo- 
thetical edifices, based on incomplete data in 
the first place, have evolved into an economic 
metaphysic rather than an accurate description 
of bourgeois industrialism. The modern bourgeois 
economists have no more considered the verity 
of their description than chessplayers bother 
about the absurdity of the functions of their 
kings and queens in the light of the modern 
practice of constitutional monarchy. As industrial- 
ism developed, that is to say, the data changed, 
no attempt was made to re-adapt the theory to 
explain the changed conditions. In the words 
of Mr. Keynes, “professional economists, after 
Malthus, were apparently unmoved by the lack 
of correspondence between the results of their 
theory and the facts of observation.”^ Alfred 
Mai shall, the Mohammed of the British bourgeois 

^ General Theory of Employment, Interest and Money, 
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school, gives no indication, even in the latest 
edition of The Principles of Economics, published 
in 1920, that he is aware of the existence of 
economic crises. When we consider that even 
in the nineteenth century these periodic con- 
vulsions were the most serious problem facing 
society, we realise to what extent Marshall’s 
religious belief in the inherently robust health 
of capitalism led him to minimise these dis- 
turbances and build up a theory irrelevant for 
their explanation. Similarly, Mr. Keynes admits 
that “I had not then (i.e. Treatise on Money) 
understood that, in certain circumstances, the 
system could be in equilibrium with less than 
full employment”. He is in effect saying that 
he neglected the elementary scientific precaution 
of testing his conclusions by reality at every 
stage, and thus allowed a serious divergence 
to creep in between his final conclusions and the 
thing studied. 

It must be considered whether the deductions 
of the previous chapter fit themselves in with the 
large aspects of the capitalist economic structure. 
In the competitive economy which has been 
analysed, there was deduced a tendency to a 
failure of purchasing power, a piling up of stocks 
of commodities. If, during the predominantly 
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competitive capitalism of the nineteenth century, 
these crises had not existed, the theory would 
have lacked reality. Actually, these breakdowns 
have occurred so repeatedly, and at such frequent 
intervals in Britain, and in every country where 
a capitalist economy has established itself, that 
no state of trade could be described as normal. 
No sooner did trade struggle out of one depression 
than it raced towards the next. The serious nature 
of these cycles can be gauged from the American 
depression of the 1870’s which according to 
Wesley Mitchell lasted five and a half years. 
The deductions from his statistical method must 
be quoted owing to their importance for the 
verification of this analysis: “The durations of 
business cycles may be regarded as the net result- 
ants of a multitude of factors which are largely 
independent of each other. If there is any domin- 
ant factor or set of factors, which tends to 
reproduce cycles of uniform duration, its influence 
is greatly modified by a host of other factors 
combined in ways which vary endlessly. This 
conclusion has an important bearing upon the 
theory of business cycles and the methods 
by which the theory may be improved.” In 
the first place, a possible confusion must be 
forestalled. The sufficiency of the volume of 
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purchasers is not one of these factors, it is the 
actual phenomenon whose behaviour is studied. 
A “business cycle” may be defined as a group 
of periodic variations in the sufficiency of the 
volume of purchases. We have shown these 
variations to be dependent on several factors 
including the amount of investment in pro- 
duction, itself dependent upon the profitability 
of business. When we start to count the determin- 
ants of this profitability we meet a host of 
technical factors, themselves depending upon the 
progress of science, combined with considerations 
of a political nature such as the acquisition of 
territories; or even legal changes, such as the 
law permitting the modern form of the joint 
stock company; and monetary factors, such as 
the improvement of the technique of credit 
expansion, aided by the periodic plentifulness 
of gold. Subsequently, some of these crises will 
be studied in their more detailed aspects for 
the further verification of the theory. 

Given that severe failures of the volume of 
purchases have repeatedly occurred ever since 
our society adopted a predominantly capitalistic 
economy, it may be argued that nevertheless 
the theory does not coincide with reality, 
since the progressive acceleration of investment 
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(on the basis of a more or less stable standard 
of life of employees, and constant saving by all 
classes) necessary to maintain the level of pur- 
chases, ought long ago to have led to the 
supersession of capitalism as completely unfit to 
cope with the modern forces of production. 
Since capitalist production has indeed expanded 
to enormous dimensions compared with its begin- 
nings, our analysis would demand that for con- 
siderable periods investment was in great enough 
excess, not only to maintain purchases, but also 
to enlarge them considerably. The following 
conclusion of Sir Walter Layton,^ the result of 
direct observation, and not a theoretical deduc- 
tion, admirably bears out this analysis: “It is 
true that the inventions and other changes of 
the industrial revolution has begun to stimulate 
production long before the end of the eighteenth 
century, but the growth of industry moved at an 
accelerated pace throughout the whole of the nineteenth 
century." (My italics.) Those who nevertheless 
maintain that the general conclusions are still 
out of accord with historically observed facts, 
probably neglect, firstly, the progressive develop- 
ment of the world market as an external mitigat- 
ing factor especially for Great Britain, and, 

* An Introduction to the Study of Prices. 
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secondly, underestimate the volume of invest- 
ment normal under competitive conditions. The 
expansion of the market into non-capitalist 
territories will be discussed in a subsequent 
chapter. Let us proceed to evaluate the extent of 
investment in a competitive industrialism. 

Let us suppose that a competitive capitalist 
learns of an improvement that has been brought 
out in his process of manufacture. He will no 
doubt calculate how great a capital outlay the 
adoption of the improvement will entail, and 
by how much he can increase his profits. He 
may come to the conclusion that it will be 
necessary to scrap the whole of his existing plant, 
which cost £ 10 , 000 , and invest in a new, cosung 
another 5(^10,000. With the old plant he would 
probably be earning an average rate of profit 
of, say, 10%. The improved plant would of 
course yield a higher rate, such, for example, 
that a capitalist with no old plant to bother 
about could invest £ 10 , 000 , and receive i2j%. 
But the capitalist already established in the 
industry will look upon the profitability in a 
different light, for the earnings on the new 
plant will have to bear the interest charges on 
the old capital, as well as on the new. It could 
not be expected to earn the 10% profit of the 
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scrapped plant as well as the 12^%. In fact the 
new outlay of 10,000 would only give a single 
I 2 |% profit. In other words the additional 
outlay would only yield a net increase of profit- 
ability of 21 %. Considering that the average 
rate of profit was 10%, the capitalist would on 
first thoughts not consider the improvement, 
worth while. But on second thoughts he may 
reflect that if he does not adopt the new process, 
someone else may, and that in order to remain 
in business at all he must keep up-to-date. A 
competitor undercutting him by ever so little 
could drive him off the market completely. 
Furthermore, to a capitalist who does not own 
the old type of plant at all, the calculation is 
entirely different. Whereas to the firm who 
must scrap existing plant and make the new 
process pay the interest charges on both, the 
increment of profit is on 2 |%, to the newcomer 
it is I 2 |%, because he will have only one 0,000 
invested. If this rate is above the prevailing rate 
for new investment, the new entrant will come 
on to the market and render the plant of the 
other capitalists obsolete, which, of course, he 
does not mind in the least. Whether the estab- 
lished capitalist will in fact scrap his old plant 
or not will depend partly upon his individual 
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temperament and clear-sightedness, and partly 
upon his ability to raise new capital. If he is 
far-sighted enough, he will realise that the main 
danger of a rival may not be so much in forcing 
him to sell his goods somewhat more cheaply, and 
so reduce his rate of profit. (For instance, once 
the improved plant becomes the general mode of 
production it will only earn the average rate of 
10 % and not I2l%, in which case any old plant 
still existing would earn only 71%.) The danger 
of new entrants will be in overcrowding the 
industry, so that as a result of cut-throat compe- 
tition profits may be reduced to nothing or turned 
into losses. 

For the purpose of the analysis it is unnecessary 
to enquire exactly how many established capital- 
ists of the competitive era did actually invest in 
new plant or allow their plant to become out- 
of-date. If they do invest in the new, the old 
capital is quite obviously destroyed. If they do 
not, new entrants to the industry will build the 
improved plant and force the old out of existence. 
The important consideration is that large amounts 
of capital are purely and simply destroyed by 
competing capitals; the volume of investment 
may be very large indeed. On the other hand, 
the increase in the productivity of labour is 
Kl 
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small, perhaps infinitesimal. ^ The slight tendency 
to shrinkage of the market, in so far as it is not 
negatived by rising living standards, is counter- 
acted by the investment expansion to such an 
extent that an expansion of the whole scale of 
the economy becomes possible. This mitigating 
factor of what we may call the mutual destruction 
of capitals, must be removed when we consider 
a monopolistic society. 

It must not be assumed that this destruction 
takes place so smoothly as the analysis might 
seem to indicate. Most likely a capitalist owning 
a valuable plant, and receiving a 10% profit 
would not be able to scrap the lot. Nor would he 
allow himself to be immediately driven off the 
market by another who was earning 2|% greater 
profits by reason of a more efficient process. To 
remain in business he would reduce prices of his 
goods also, and be content with a 7 |% return once 
the new process had become the predominating 
one and was earning the general rate of profit. 
While he had been unwilling to invest new 
funds at less than 10% it is better to take 7 |%, 

^ Layton quotes Mr. William Fowler as saying (iB8G): “wages have 
greatly increased, but the cost of doing a given amount of work has 
greatly decreased, so that five men can now do the work which would 
have demanded the labour of eight men in 1850.“ Such a cumulative 
productivity gives an annual increase of 1.3% compound interest — a 
much lower rate than in the more monopolistic twentieth century 
capitalism. 
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or even 2%, than nothing. Nevertheless, the 
likelihood that the older plant will remain in 
use does not deter the new entrant. He knows 
that in a phase of cut-throat competition he will 
be in a better position to survive. Both new and 
old plant will remain in production so long as 
the market is expanding sufficiently. Or profits 
may be maintained artificially by rises in the 
price level resulting from some extraneous 
influence such as an increased output of gold. 
But once the market has reached its limit, or 
the prices become steady or fall, a crisis of over- 
production will ensue and the less efficient firm 
would be driven out of business, and its plant, 
as capital, destroyed. The general law of the 
mutual destruction of capitals is obeyed, only 
it takes place by spasms, dictated by external 
circumstances, rather than evenly. 

One further explanation is needed in viewing 
capitalist development in the light of this general 
analysis. It might be contended that the poten- 
tially malignant tendency of rising labour pro- 
ductivity, constantly at work in a capitalist 
economy 150 years old, ought by now to have 
brought us to the extreme of absurdity; that 
however small the excess of productivity over 
the rise in living standards, the required compen- 
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sating volume of investment should by now 
have reached altogether unmanageable propor- 
tions. The fallacy in this point of view is that 
the development of modern industrialism is 
not merely a question of a growth in size. It is 
not merely a question of quantitative change, 
of a growth of population, of gradual increase 
in the standard of life, of increasing labour 
productivity, of finding new overseas markets as 
they were needed, in which framework the 
trend of mounting investment could proceed 
undisturbed. The environment is changing not 
only by enlarging its scale; the nature of capital- 
ism has been changing. The decision of the 
most influential capitalists in Britain and in 
other countries to develop overseas empires 
introduced one of the important changes of 
quality; the partial or complete adoption of the 
monopoly form of industrial organisation is 
similarly a qualitative development. Even the 
invention of the steam engine, the abolition of 
the Corn Laws, were changes in this category, 
allowing the effects of labour productivity to 
work themselves out on a different basis. Each 
change of quality, engendered by the necessities 
of the market problem, provide a temporary 
solution of the dilemma, give scope for renewed 
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expansion in different circumstances. The staving- 
off of the impasse of complete incompetency 
proves nothing as regards the possibilities of the 
perpetual existence of capitalism. It cannot be 
argued, that because capitalism has so far solved 
the problem to the extent at any rate of remain- 
ing in existence, that it will continue to do so. 
Because one blows up a balloon to a certain size, 
this does not mean that the process can be 
continued indefinitely, as might be thought by 
someone who was ignorant of the elastic properties 
of rubber. At some stage the quantitative change 
must resolve itself into a change of quality— the 
balloon will burst. In the development of capital- 
ism, it is the qualitative changes, hidden by the 
all too apparent quantitative growth, which 
mark the milestones of its progress. Without 
due regard for these qualitative changes, any 
theory of purchasing power and the limita- 
tion of the market must appear mechanical. 
The capitalist system cannot be studied as 
if it were a clock, where the precise effects 
of winding up and running down can be 
relied upon to repeat themselves. For the 
actual cog wheels are changing in size, new 
ones are added, and others fall into disuse. 
To the stock objection to the main argument. 
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namely, why has not the whole thing run 
down long ago, the answer is that qualitative 
developments have intervened to give capital- 
ism new leases of life. Some of these, of which 
the chief are the exploitation of foreign markets, 
and the imperialistic development of back- 
ward countries, will be examined in later 
chapters. Nor need it be supposed that these 
developments were fortuitous. It will be seen 
that the dominant sections of the capitalist 
communities, faced with a limit to the market, 
lacking rigidity only by its tendency to shrink, 
took practical steps to burst the bond. The 
detailed policies of the national capitalist 
groups are rather within the sphere of politics 
than economics, and need not be examined 
here. However, the economic effects of each 
qualitative change will be analysed in order 
to ascertain to what extent, and for how long, 
the menace of market deficiency has been kept 
at bay. It will be useful also to enquire what 
scope for qualitative change the capitalist system 
still has, short of losing its capitalist character, 
and what the effects of these changes are likely 
to be on the market problem. 

It follows that one cannot erect a theory of 
economic crises as an isolated piece of reason- 
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ing, as one may develop the differential calculus. 
No set formula is adequate to account for 
those phenomena, characteristic of the whole 
history of capitalism, which have been grouped 
under the names of economic crisis, business 
cycle, trade fluctuation, etc. These must be 
regarded as the outward manifestations of stress 
in the economic structure as a whole, such as 
it was at the time. And the essential features 
of the capitalist system which survive all its 
changes of quality, however outstanding, give 
these stresses a common background in the 
limitation of the market. 



CHAPTER VIII 


FOREIGN TRADE AND IMPERIALISM 


The limitations of trade with backward countries — Th^ 
transformation of native communities into complementary 
economies for the imperialist power— Tlie economic technique 
of imperialism— The joint stock company and foreign invest- 
ment — Finance capital and heavy industiy— Foreign iruTSt- 
ment as a stimulus to the scale of production— Its limitations 
as such — The development of colonics into advanced capital- 
isms — Imperialism as a solution for world capitalism. 

Faced with the reality of the limitation 
of existing markets, one would expect sellers 
to search for new ones further afield. Even 
before production was on a capitalist basis, 
the merchant communities of Venice, London 
and the Hansa towns depended upon an 
external trade. But the object of their trans- 
actions was not so much to dispose of goods, 
in modern parlance, to find outlets for trade, 
but to find inlets. They were concerned to 
import the luxury goods of the East for sale 
to the feudal nobility and the merchant princes. 
Whereas now a merchant concentrates on finding 
a market for the disposal of British goods, the 
medieval merchant concentrated on procuring 
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supplies of the Eastern rarities. For centuries 
the characteristic of trade with the East was 
the transport thither of the precious metals 
in order to pay for the Oriental imports into 
Europe. Even up to Adam Smith’s time, silver 
was one of the most important articles of export 
to the East. 

The development of large-scale industry in 
Britain from the latter part of the eighteenth 
century, commonly known as the industrial 
revolution, completely reversed the motives for 
foreign trade. The productive resouiccs of British 
capitalism multiplied several times the produc- 
tivity of labour compared with the handicraft 
system of the pre-capitalist era. The continent 
of Europe was made an outlet for commodities. 
Britain was in the happy position of a single 
developed capitalism with an enormous market 
with which to solve her market problem. It 
is not intended here to recount the fortunes 
of British manufacturers during the nineteenth 
century. A few illustrations from their historical 
development will be given in a later chapter, 
not with the pretension of economic history — 
that is beyond the scope of this work — but as 
a checking up of the theory as further elaborated 
in this chapter. 
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Now it is axiomatic in our general analysis 
that provided an illimitable market can be 
found, the capitalistic tendency to over-production 
has no terrors. It will be of interest, there- 
fore, to examine the limits, if any, of foreign 
markets. Let us take the case of a manufactur- 
ing community trading with a people still 
strange to mechanical tools. Because of the 
enormous advantage enjoyed by the indus- 
trialised community in productivity of labour, 
and hence in the prices of commodities, profits 
will be very large. For example, manufactured 
goods, such as cotton shirts, may be exchanged 
for products which are not subject to mechanical 
production in either country, such as hides, or 
raw silk or corn. The manufacturing country 
may be able to exchange the labour of one 
cotton operative for that of five peasants, mean- 
while feeding the operative on no such greater 
amount of corn or other necessities. So long as 
these, what we may term backward markets, are 
open and capable of extension, so the industry 
of the advanced country will be expanded in 
proportion. In addition, the operatives in the 
industrialised community will probably be able 
to take advantage of the demand for their labour 
in order to raise their class to a higher standard 
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of life, thus providing an extension of purchasing 
power in the home market. Another part of the 
influx of wealth will be devoted to the employ- 
ment of a new class of clerks, travelling salesmen, 
as well as the maintenance of independent 
merchants, all providing a wider and more 
varied demand for consumption goods. The 
community purchasing power will be shifted 
to repeatedly higher levels. 

Against this must be offset the extremely low 
standard of life in the backward community. 
In the first place, its productive power is very 
low, and, secondly, it must make all exchanges on 
unfavourable terms, since it must offer the labour 
of five of its natives for that of one operative. 
No tendencies exist which will raise this standard 
of life. Besides having the advantage of technique, 
the industrial community will have a well- 
developed merchant organisation confronting 
the isolated and ignorant primitive producers, 
and will be capable of driving a hard bargain 
with them. We know that after centuries of 
trade between industrial countries and backward 
territories, such as India or China, the latter 
are able to improve their living standards little 
if at all by this trade. Even in 1936, a 
correspondent of The Times writes the 
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following 1 in a study of Indian diet, “There is 
every reason to suppose that the removal of these 
handicaps (i.e. parasitic infection and inadequate 
diet) would have an effect on their physique and 
mental energy which would seem little short of 
miraculous. If one could impose (sic) boots, 
mosquito nets, and good square meals upon all 
Indians, thus going far towards banishing hook- 
worm, malaria and underfeeding, India would 
become a very different country.” It has been 
calculated that if only every one of the 359,000,000 
Indians, let alone the 450,000,000 Chinese, 
could be permitted to buy one more cotton 
garment a year, there would be no talk of idle 
factories in Lancashire. 

That the limits of the backward market are 
surprisingly narrow is a matter of commonplace 
observation. The first and most obvious limitation 
is that the backward country will have so little to 
offer in exchange for the manufactured imports. 
It can respond to the new luxury demands of the 
industrialised capitalism by sending them wines, 
silks, providing them with entertainment when 
they travel. We know that the Britons of the 
eighteenth century availed themselves abundantly 
of these amenities. Or, as mentioned above, the 

» Aug. 14th, 1936. 
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backward territory can send agricultural products 
and other articles which even in the industrial 
state are made without the use of much capital. 
But there are very rigid limits to the supplies of 
these surpluses which a primitive community 
can spare, in the case of agricultural products, 
or obtain, in the case of ivory, hides, etc. Further- 
more, the flood of imported goods would tend to 
upset the balance of the backward community. 
Cheap manufactured cotton goods caused acute 
distress among the village craftsmen of India, 
and thus tended to lower the purchasing power of 
the community in general. The solution which 
Alfred Marshall would have suggested to these 
unfortunates would have been that they should 
turn to the production of those commodities 
which British capitalists would buy. That this 
happened to a certain extent is true — how 
British imperialism fostered this development is 
a subject for later study — but the Indian cotton 
weaver and others in his predicament were 
prevented by the rigid feudal, religious caste 
structure of his society and by a chronic lack of 
capital for turning to other trades. In sum- 
mary, it is seen what a low saturation point 
these backward markets have, and how soon 
an industrialised capitalism, disposing of its 
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manufactures to these markets, reaches the limit 
of absorption. 

Let us picture a capitalism which finds itself 
in this impasse. It finds itself confronted once 
more with a volume of purchasing power 
which, within the practical sphere of the necessity 
for disposal of current output, is fixed. It is npt 
necessary to reiterate the whole analysis of the 
effects of increasing labour productivity. Suffice 
it to say that as soon as more efficient processes 
of production are initiated, the dilemma is 
exactly the same as in the closed system which 
was previously analysed. Although the capitalist 
has grown large and become more powerful, 
the pursuing dragon of overproduction has grown 
larger too. 

Out of necessity invention, and so the British 
capitalists took very practical steps to remove the 
barriers immanent in the undeveloped colonial 
territories. It was often found that the primitive 
tribes were unwilling to allow their simple, 
albeit stable, economic organisation to be broken 
up by manufactured goods, just as the medieval 
craftsmen limited the number of looms which 
each man might own, and the number of journey- 
men and apprentices in his service. Perhaps the 
tribe would place confidence in the warnings of 
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their priests or “medicine men”, or the males 
would simply prefer to work at their own primi- 
tive agriculture than to produce raw materials 
for the white man. In these circumstances we 
find the whites conducting military expeditions 
against the backward race, either to force their 
rulers to make trade treaties, as in the case of the 
conquest of the India, or of the Boxer wars, or 
else simply to seize their territories, and force 
the indigenous race to work on plantations as 
wage labourers, with the incentive of the chain- 
gang, and the rhinoceros-hide whip. “To this 
must be added the wish to convert the heathen 
to Christianity, and missionaries proved to be 
great pioneers of the British Empire. But even 
this philanthropic and missionary work had an 
economic value. The converted native has to be 
taught a trade, he makes things for exchange, he 
develops new wants, and becomes a better 
customer for British goods.” ^ 

By a variety of means, political, economic and 
religious. Great Britain and, after her, other 
would-be imperialist powers, managed to trans- 
form the primitive peasant lands into territories 
producing the raw materials necessary to feed 
British industry and the British wage-earners 

^ Knowles, The Economic Development of the Overseas Empire. 
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— tea, coffee, rice, copra, cocoa, rubber, raw 
cotton, to mention only a few of the chief. 
Where minerals, especially gold, diamonds, etc., 
could be extracted profitably, this was done 
mostly with native labour. The tribal organisa- 
tion of the primitive people was broken up, and 
they lost their handicraft skill. They had become 
wage-earners like their white brothers, but with 
an immensely lower wage. Where the indigenes 
were “lazy”, that is, preferred their own way of 
life to working on plantations, the males were, 
and of course still are, subjected to a poll-tax in 
money, which they can only obtain by working 
so many months in the year for the white 
man. 

It can be easily seen that a colonial territory 
which can be taught to produce for the white 
man’s needs, can absorb and pay for more of the 
white man’s products. The market has been 
enlarged. 

The above process represents only one aspect 
of modern imperialism. The distinction between 
such a state of development and purely trading 
capitalism is that the advanced country takes 
active measures to change the backward economy, 
and this chiefly by the investment of capital. 
The plantations could not have been established 
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without capital investment. But this is only a 
beginning of the flood of capital from the ad- 
vanced to the backward community which is 
characteristic of imperialism. In order to trans- 
port the raw materials to the coast, and to open 
up new territories, railways must be built. In the 
cities which grow up as depots and business centres 
in the colony (Bombay, Buenos Ayres, Hong 
Kong, etc.) roads must be made, tramways 
installed. Improved cultivation may demand 
expensive irrigation. However, before we can 
appraise the effects of this financing of the 
development of the backward territories, we 
must turn again to study the progress of the 
mother capitalism. 

In the earliest days of merchant enterprise the 
collection of capital for investment abroad was a 
cumbersome business. No individual had suffi- 
cient funds concentrated under his control to 
risk on colonial investment. Such enterprise was 
left to corporations which were granted monopoly 
rights by Royal charter, and which developed 
the characteristics of minor States within their 
allotted territories. The establishment of the 
joint-stock company of limited liability provided 
the framework within which large concentrations 
of capital could be brought together, the 
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subscribers being prepared to run the risk 
because only a small portion of their individual 
capital would be involved. 

The joint-stock company form had also played 
an important part in the growth of heavy 
industry, where large masses of capital are 
required for the installation of a single plant. 
As the capitalist economy advances an ever 
greater proportion of the labour power of the 
society is devoted to the manufacture of capital 
goods. As Bohm-Bawerk expressed it, it became 
more worth while to exploit the longer, more 
efficient productive processes. Labour would be 
devoted to making machines to make commo- 
dities, rather than to making the commodiy 
without the aid of machines. The engineering 
industry would grow in importance; with it, and 
with the development of steam locomotion, ever 
greater quantities of iron and steel would be 
demanded. The accelerated rate of investment 
which nineteenth-century capitalism for periods 
was ^le to achieve, showed itself in an enormous 
expansion in the manufacture of capital goods. 
Heavy industry became equipped to cope with 
this tempo of acceleration. Should investment once 
become unprofitable owing to a failure of the 
volume of purchases to maintain its acceleration, 
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heavy industry has to bear the brunt of the 
failure. While the demand for other commo- 
dities may slump badly, the demand for “heavy” 
goods may practically cease. In fact, we know 
that in all the slumps of the “steel age”, heavy 
industry has suffered by far the most severely. 
This is all the more significant in that heavy 
industry, requiring vast masses of capital, was 
owned by the most influential capitalist groups. 
Finance capital, the generic term by which these 
dominant elements are aptly characterised, is 
connected on the one hand with the banks and 
issuing houses of the City of London, and on the 
other with the staple industries of the country, 
above all, heavy industry. When investment 
ceases to be profitable, this class is hit in a double 
manner; it can find no outlet for its surplus, ever- 
accumulating investable funds, and it forfeits the 
profits of its largest investments. It is natural that 
it should be attracted by the new fields of 
investment overseas which provided it with a 
solution of all its difficulties. An investment in a 
backward territory, say the building of a railway, 
would absorb the accumulated surpluses. The 
demand for the steel rails and locomotives would 
set the idle furnaces and rolling mills in operation 
again. It seemed as if nothing could be planned 
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more neatly. So capitalism entered into its 
latest phase of imperialism. 

Let us consider the process by example. If 
00,000,000 be invested in a colony or semi- 
colony (i.e. a backward territory not formally 
under the flag of an imperialist power, but 
sufficiently under the influence of one to render 
investment secure, as Egypt), it has been shown 
by experience that about half, ^^50, 000, 000, will 
never enter the foreign exchange market at all, 
but will be spent on capital goods at home. This 
amount of extra purchasing power will accrue 
chiefly to heavy industry, and will have precisely 
the same effects as if it were an investment in 
production of the type we have already con- 
sidered. The second ^^50, 000,000 of the 
“exported” capital will be paid out in wages 
and salaries, and for raw materials in the colonial 
country. Now according to the laws of currency 
exchange, the ^50,000,000 sterling in the hands 
of another State must sooner or later find its 
way back to Britain by way of purchases of 
British goods. Sometimes one State prefers to 
nurse the currency of another, either as a backing 
for its own circulation or as a means of mani- 
pulating the rate of exchange, but it is out of 
the question for any considerable proportion of 
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the claims for pounds sterling placed in foreign 
hands to remain hoarded or “nursed”. A pound 
sterling is only of use to buy commodities in 
Britain. Even if the colonial country had sold 
the pounds for francs, and bought commodities 
in France, the French nation would still have the 
pound sterling on its hands, which it, in turn, 
could only convert into commodities in Britain. 
Not only, therefore, are the ;^5o,ooo,ooo, but 
ultimately the whole ;^i 00,000,000 spent in 
Britain. The effect is the same as a 1 00,000,000 
investment in the home industry (given E the 
same, and there is no reason to believe it much 
different). We have shown above how the 
initiative for the expansion of production, and 
the requisite growth in the volume of purchases, 
rests with investment. To an advanced capitalist 
economy such an increment of purchasing power 
comes like a bolt out of the blue. Little wonder, 
then, that if finance capital can hurl these bolts, 
it will not hesitate to do so. British capitalism, 
in the heyday of its imperialist investment, was 
exporting regularly scores of millions, some- 
times hundreds of millions a year. 

Let us consider certain limitations to this 
sovereign method of stimulating purchases. In 
the first place, it would be of no use to invest 
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such large amounts that British industry could 
not cope with the ensuing demand for capital 
goods and other exportable commodities. 
If Britain had invested, say, ^^500,000,000 
overseas, and her labour and plant capacity 
only enable her to produce ^^300,000,000 more 
goods, she would have had either to borrow 
capital herself from abroad, or relinquish the 
gold standard and suffer a depreciation of her 
currency, that is, reduce the real value of the 
exported capital. But by the nature of the case, 
this objection is irrelevant. If the imperialist 
power can only so much as obtain orders to 
keep all her plant busy, her market problem is 
solved, and profits are good. 

The second limitation arises from the very 
profitability of investment. If an imperialist power 
has invested so much abroad that the dividends 
accruing to her capitalists equal the exports of 
new capital, no external stimulus to expansion 
of the scale of production exists. The ^100,000,000 
invested abroad would be none other, as far 
as the international money exchange is con- 
cerned, than the 100,000,000 dividends which 
the imperialist power would be handing back 
to the colony. The foreign exchange market 
would be unaffected, and no net expansion of 
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the volume of purchases would result, although, 
to be true, the enlarged scale already existing 
could be maintained by a certain stable demand 
for heavy investment products, and the parasitic 
consumption of the imperialist bondholders. The 
payments of interest by the colonies would take 
the form of exports of raw materials and food- 
stuffs. In this way, but for the tendency of 
rising labour productivity in the future, a rough 
balance might be obtained. 

The most serious limitations are on the side 
of the colonial country. So long as the capitalist 
economy maintains the flow of investment, the 
colony has no difficulty, so far as her currency 
exchange position goes, in making the interest 
payments on the loans. The new loans provide 
her with, say, pound sterling with which to 
meet the sterling interest payments. Should the 
new investment cease, as it did from Britain 
during the crisis and following depression of 
1929, the colony must export an enormous net 
surplus of commodities, or else default in its 
debts. The latter happened to a large extent 
in the years following 1929, with the result that 
the British capitalists have since been discouraged 
from making overseas loans. In other words, the 
outlet of imperialist investment is denied to the 
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capitalist economy as a mitigation of its problems 
of purchasing power. 

Even when the flow of new investment is 
maintained, certain limitations are imposed 
by the ability of the colony to produce and sell 
exportable commodities. Even though new invest- 
ment may balance interest payments, commodity 
transactions are required. We have mentioned 
that approximately half the loan is spent in the 
mother country, and sent out in the form of 
products of her heavy industry. Consequently 
an investment only benefits the exchange posi- 
tion of a colony by half its amount. It cannot be 
argued that if ;i(Ji 00,000,000 are invested annually 
and the colony makes interest payments on 
previous loans to the extent of 100,000,000, 
a state of exchange equilibrium is reached, 
and that the colony need not find exportable 
commodities. In this case, the new investment 
would only cancel out ^(^50,000, 000 of the 
interest payments on the foreign exchange market. 
The colony would still have to export ^^50,000,000 
approximately of commodities. Alternatively, 
if a colony is to be completely exempted from 
the export of commodities to meet its interest 
payments, it must receive new investment from 
abroad to twice the amount of these obligations. 
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In the early days of overseas investment, the 
latter proposition would have been easy, and 
assuming that from the point of view of the 
individual capitals the project proved profit- 
able, investment found no limit in the capacity 
of the colony to make interest payments. By 
1929, however, British capitalists were claiming 
about 70,000,000 a year in interest on their 
foreign investment. In no one year was any- 
where near double this sum, the approximate 
amount necessary to exempt borrowing 
countries from meeting their interest obligations 
in kind, forthcoming from the British capitalists. 
The default of the debtor countries to the extent 
of 5^100,000,000 during the crisis years demon- 
strates their difficulties in exporting a great 
enough money-value of commodities. It must 
not be thought that the colonies were physically 
incapable of producing enough wheat and 
mutton and beef and rice, etc.; on the contrary, 
they were able to produce too much, con- 
sidering the rigidly limited purchasing power 
of the industrial population of the mother 
country. They produced so much that their 
output became unsaleable on the market, and 
they could not command large enough money 
returns with which to pay interest on their 
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debts. Once more we find the limited pur- 
chasing power of the masses as the great stumb- 
ling-block to capitalist development. 

It is not only a question, therefore, of a 
colony’s producing a sufficiently large commodity 
surplus, but of producing articles which are 
readily acceptable in the markets of the indus- 
trialised power. But the characteristic of colonial 
production is the small variety of its products, 
a large number of colonial territories being 
dependent upon the demand for a single 
commodity. If those territories which have 
already been opened up by railways, and 
given over to specialised production, can already 
meet the demands for the characteristic commo- 
dities of that area, there would be no object, 
from the point of view of profitability, in open- 
ing up new territories by building more railways. 
As a safety-valve for the surplus accumulation 
of the imperialist power, the colony would 
cease to function. The mining of precious 
metals provides a field for investment considerably 
wider than agriculture or transport, but obviously 
such also has its limits in the world demand for 
valuables at prices which make their mining 
profitable. In summary it may be said that 
every colonial territory, as a colony pure and 
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simple, has its saturation point for investment. 
(The development of colonies into independent 
capitalist economies is considered later.) 

It follows that every imperialist power must 
sooner or later renounce active investment 
overseas, except it can gain economic influence 
in fresh territories capable of producing new 
varieties of commodities compared with those 
produced by the older colonies. To withhold 
investment means the renunciation of the main 
stimulant to an expansion of its economy, of 
its most effective antidote to the slow poison of 
rising labour productivity. With its heavy 
industry developed on the basis of large-scale 
investment both at home and abroad, the 
cessation of the demand for capital goods can 
be imagined to have disastrous results upon an 
economy inherently so unstable. 

Actually, the evil day is postponed a little. 
The colonies do not remain mere suppliers 
of raw materials, foodstuffs, and valuable 
minerals. A complete capitalist economy tends 
to develop. The “white” colonies, or Dominions 
of the British Empire are now just as much 
capitalist economies as the U.S.A. before the 
Great War. In India we find the growth of 
a cotton and jute manufacturing industry. 
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financed largely with British capital. Once 
the saturation point of investment had been 
reached in transport and agriculture, British 
capital encouraged the formation of a manu- 
facturing industry, so long as it was largely 
financed by British funds. By employing cheap 
native labour the colonial manufacture ha^s 
been able to undersell British-made products, 
and at the same time yield extremely profitable 
returns. The flow of imperialist investment has 
thus been maintained for a while at the price 
of the destruction of the market for British 
manufactures. One group of capitalists solves 
the difficulty of placing its surplus capital by 
ruining the market for other capitalists. The 
parent imperialist power may be denied this 
last outlet for colonial investment either because 
native capitalists, in the teeth of the opposition 
of the imperialists, launch the new industries 
and put up the funds themselves, or because 
some other imperialist power gets a foothold 
in the colonial territory. For example, Britain 
was unable to prevent American capital from 
invading Canada. 

Although the “white” colonies may develop 
into advanced industrialisms on the pattern 
of the mother country, this is extremely difficult 
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for the coloured peoples so long as they remain 
under imperialist rule. It might be thought 
that India, with a market of 359,000,000 souls, 
should be capable of development into a first- 
class industrial nation. Why, in fact, has this 
not taken place considering that much younger 
colonies such as Canada and Australia have 
achieved this position? The reason is that 
although these millions exist, their social con- 
ditions are such that they provide only a scanty 
market for manufactured products. A peasantry 
living on the bare necessities of existence com- 
prises 92% of the population. The Director 
of Health of BengaT describes their conditions 
thus: “The present peasantry of Bengal are 
at present taking to a dietary on which even 
rats could not live for more than five weeks. 
Their vitality is now so undermined by in- 
adequate diet they cannot stand the infection 
of foul diseases.” Yet according to official 
statistics the amount of good land lying un- 
cultivated has increased ever since 1915. The 
cause of the poverty is not overpopulation 
but the system of land tenure and money- 
lending, which deprives the peasant not only 
of funds to buy necessities, but even of the 

^ In his Report of 1928. 
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small capital needed for his primitive cultiva- 
tion. Millions of such peasants can hardly be 
considered an inexhaustible market for manu- 
factured goods. Nor can the social and political 
system which eliminates their purchasing power 
be changed without jeopardising that political 
domination by which the imperialist power 
guarantees its investments. The Indian peasantry 
is not an isolated case. The masses of the land- 
workers, the large majority of the population 
of the earth, find themselves, except in Russia, 
with an ability to buy manufactures rigidly 
circumscribed by their small money incomes. 
The rigidity of their level of poverty is illus- 
tiated by the League of Nations economic 
experts^ who consider that the net advance 
in the output of textile raw materials between 
1925 and 1929 of 8% had proved too rapid. 
We have so far studied the relations between 
a single imperialist power and its colonial 
territory. It has been appreciated that the 
stimulus to purchasing power has been so 
great that a qualitatively new kind of capitalism 
has been created. So long as the possibility 
of continuing the process existed, imperialism 
seemed the saviour of capitalist society. There 

^ Course and Phases of the World Economic Depression, p. 18 . 
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was necessary, in other words, a repeated 
opening-up of virgin territory, since the process 
in each colony could only be operated once, 
after which a series of limitations barred further 
profitable investment. But British capitalism 
was not the only one to reach the advanced 
state of a highly developed heavy industry, 
where the external market became a necessity 
of her existence. France, Germany, Italy, etc., 
followed hard on her heels, so that instead of 
a single capitalist community exploiting the 
riches and labour power of the earth, we find 
several in fierce rivalry, carving up the earth’s 
surface into preserves for their own particular 
exploitation. The development of the U.S.A. 
and Japan and several other capitalist economies, 
including the British Dominions, to a point 
where external markets are essential, means 
that there are not enough backward terri- 
tories to go round. Imperialism may have 
been a temporary solution for those first in 
the field ; as a permanent solution for the 
market problems of all the legion of advanced 
capitalist economics it offers not the slightest 
prospect. This docs not mean to say, of course,' 
that imperialism ofiTcrs no solution for any Great. 
Power. The measure in which one capitalist 
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economy can gain or retain control of large 
backward territories to the exclusion of its less 
powerful rivals is a political question which 
has dominated the international arena since 
the Boer War, which involved the world in 
the Great War, and which even yet, if the 
imperialists have their way, may plunge us 
into another war for the re-partition of the 
earth. 
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MONOPOLY CAPITALISM 


Competitive capitalism can flourish only with rapidly expand- 
ing markets — Little really competitive industry left in Britain 
— Competition runs itself to seed — Engels on competition — 
Factors facilitating monopoly — Monopolies for colonial ex- 
ploitation — Monopoly transfers purchasing power from the 
consuming masses to the wealthiest capitalists — The monopo- 
list tends not to pass on the benefits of reduced costs to the 
consumer — Monopoly restricts destructive investment — The 
initiative of monopolies — The case of the railways — Scientific 
investment by monopolies — How production can expand 
under monopoly — Illusions as to the effects of “new demand” 
— Summary of the influence of the trend to monopoly upon 
the community’s purchasing power. 


For theoretical reasons it was neces- 
sary to leave out of consideration a change of 
quality which had taken place concurrently 
with imperialist expansion, and whose effects 
on purchasing power have been no less decisive. 
The supersession of competitive industrial forms 
by those of a more or less monopolistic char- 
acter is the tendency with which it is now 
proposed to deal. Whether the monopolies in 
home industry were extensively formed prior 
to definite acts of imperialist expansion, such 
as in Germany or the U.S.A., or after, as with 
Ml 
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Britain, are historical matters, determined by 
the imperialistic opportunities of the various 
advanced economies, and the strength of compe- 
tition, both internal and external, which they 
had to face. Whether preceding or following 
imperialist expansion, monopolisation had its 
origin in that same barrier which confronted, 
all the competitive manufacturing capitalisms 
scouring the world for markets. 

If a competitive industry has limitless markets 
ever opening before it, it can afford the luxury 
of its own anarchical way of existence. It will 
not matter much if capitalists are over-optimistic 
in their estimate of the market. Nor will excessive 
company promotion be disastrous. The growing 
market will absorb the incipient overproduction 
with, at the most, temporary periods of glut. 
As may be expected, the competitive industrial 
form is superseded by monopoly groupings first 
in those capitalist economies which are denied 
the pick of the markets, such as in the younger 
capitalisms of America and Germany. Never- 
theless, the trend to monopoly is not confined to 
these countries; it is working powerfully, albeit 
in a subtle manner, throughout British industry. 

There has been little public feeling in this 
country, as in the States, demanding a 
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prohibition of trusts. We have had no spectacular 
figures, such as the Rockefellers, gaining a 
hold upon our national resources, nor the 
Carnegies dominating our heavy industry. Never- 
theless, monopolisation has been for some years, 
and is now, the dominant trend in our economy. 
Let the reader try to name a profitable British 
industry still run on competitive lines. Beer- 
brewing would probably be the first named. 
But even here the competition is of an exceed- 
ingly limited degree. Besides the interlocking 
directorates and controlling holdings of shares 
between one company and another, each firm 
has its traditional selling areas, what in colonial 
areas would be termed concessions. Further, 
the prices of the commodity tend to be fixed, 
no doubt by arrangement. The automobile 
and wireless industries may serve as other 
examples of profitable competition. Both are 
new industries with a wide and not yet fully 
exploited market. The phase of overproduction 
and fall in profitability has not yet been reached. 

It seems to be a law of capitalist economy 
that, faced with a non-extensible market, a 
competitive industry will sooner or later run 
itself to seed. The crude method of adapting 
supply to demand, the hazard of individual 
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estimates, the speculation by ill-informed persons 
in time of boom, the difficulty of the elimination 
of antiquated plant, result in a chaos of over- 
production, and destroy profitability. In the 
words of Marx: “To the extent that only one- 
sided exchanges are made, a number of mere 
purchases on one hand, a number of mere 
sales on the other . . . the balance can be 
maintained only on the assumption that the 
value of the one-sided purchases and one- 
sided sales is the same. . . . These conditions 
become so many causes of abnormal movements, 
implying the possibility of crises, since a balance 
is an accident under the crude conditions of 
this production.” 1 Let the masters of the British 
cotton industry read and note. Wrecked by a 
mad speculative expansion in the post-war 
boom, combined with a serious shrinkage in 
its market due to foreign competition, a large 
section of the industry has become derelict. 
That part which remains in operation is still 
engaged in a competition which destroys profit- 
ability. Far from such fierce competition 
engendering new and more efficient means of 
manufacture, a la Alfred Marshall, the reverse 
is the case. Profits are so low that, on the 

^ Capital^ vol. ii, p. 578. 
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one hand, existing producers have not the 
funds to instal up-to-date plant, while, on 
the other, new capital is not attracted. 

The inability of competitive industry in modern 
market conditions to keep itself technically 
efficient, spells its doom. The present plight of 
the British iron and steel industry is aptly 
summarised by a special correspondent of The 
Times. “Moreover, the lack of organisation 
and the multiplicity of units led to an intensive 
and destructive competition — the well-known 
consequence of surplus capacity — which served 
only to increase costs by dispersing an inade- 
quate volume of output over the whole industry 
instead of concentrating it upon a smaller 
number of more efficient units. The lack of 
dividends, too, made the raising of fresh capital 
impossible, with the result that technical equip- 
ment in the industry, which before the War 
had already begun to lag behind, was left 
distinctly inferior to that of our more advanced 
competitors on the Continent and in the U.S.A.” 

Compare this sorry record with the steady 
profitability of some of our great trusts — 
Imperial Chemical Industries, Lever Brothers 
(boasting to control 62% of the British soap 

* Aug. 15th, 1933. 
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trade), Woolworth’s, and Marks and Spencer 
capturing certain lines of retail distribution, 
while the great combines of Boots, International 
Stores, etc., have a predominant share in other 
lines; the London Passenger Transport Board, 
and the financial group controlling the pro- 
vincial bus services; Imperial Tobacco; Tate 
and Lyle. One could add to these a vast catalogue 
of firms having a partial or complete monopoly 
in their particular line; or of firms exploiting a 
market in small groups, between whom price- 
fixing arrangements exist. Even in iron, steel, 
coal and engineering we find large groups 
dominating certain sections. Low’s cartoon of 
private enterprise in the U.S.S.R. — a pedlar 
selling bootlaces — is becoming more and more 
true of the sphere of competition in British 
capitalism. Engels’s editorial note in Capital^ 
gives an excellent summary of the dialectical 
necessity of the merging of competition into 
monopoly: “The daily increasing speed with 
which production may to-day be intensified 
on all fields of great industry is off-set on the 
other hand by the ever increasing slowness 
with which the markets for these increased 
products expand . . . the results are a chronic 

^ VoL iii, p. 518. 
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over-production, depressed prices, falling or 
disappearing profits ; in short, the long-cherished 
freedom of competition has reached the end ' 
of its tether and is compelled to announce its 
own palpable bankruptcy.” 

Even where a section of heavy industry is 
not organised in a monopoly for production, 
it will probably be so for destructive, or restrictive, 
reasons. The shipbuilders have combined to 
eliminate over-keen competition by destroying 
shipyards. British iron and steel producers par- 
ticipate in the international price-fixing cartels 
and in barring new entrants. The Economist'^- 
admits that the British Iron and Steel 
Federation has an influence such that the 
mere withholding of its approval from any 
new enterprise would amount to a veto, of 
which a practical example was the discourage- 
ment of the projected new Bessemer steel plant 
at Jarrow. The British coal industry had sunk 
so low in the degeneracy of its competition 
that it had to be forced in 1930 to re-constitute 
itself into a highly organised monopoly, with 
very satisfactory effects on its profits. British 
agriculture is now being subjected to a similar 
process. It can be said of British industry 

^ July 8th, 1936. 
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that if we have not yet complete monopoly, 
neither have we competition. And this tendency 
of monopolisation becomes stronger every year. 

The concentration of production with a few 
firms permits price-fixing arrangements either 
of a formal character, the cartel, or informally 
by a “gentlemen’s agreement”. The very ex- 
pensive plant typical of modern manufacture 
serves to deter new entrants, who fear the 
hostility of existing firms. (Liefmann shows how 
German cartel monopolies were generally 
successful where the smallest economical unit 
of capital was large enough to frighten new 
competitors, and vice versa.) Both this character- 
istic of modern capitalist structure, and the 
rigidity of the market, have the monopoly 
form as their most natural outcome. In so far 
as competition fails to develop into the form 
which its own dialectic prescribes, it ends in 
disaster. 

The imperialist exploitation of backward 
territories was for the most part operated 
through the agency of large concentrations of 
capital having a monopoly or “concession” 
in particular areas. Just as the institution of 
the modern joint-stock company had per- 
mitted the large concentration of capital for 
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heavy industry, so it made possible the financing 
of imperialistic monopolies. Thus the British 
North Borneo Company, the Royal Niger, the 
Imperial British East Africa and the British 
South Africa Companies were formed on a 
monopoly concession basis between 1884 and 
1889. The Canadian Pacific Railway was 
opened in 1886, enjoying a practical, if not 
statutory, monopoly concession over that part 
of North America. The enumeration of the 
concessions for the working of minerals and 
raw materials, of which oil takes the first place, 
is unnecessary here. The position can be sum- 
marised as far as Britain, the leading imperialist 
power, is concerned, by saying that during the 
active imperialist epoch many of her home 
industries preserved a real, others an apparent, 
competitive form, but that overseas investment 
chose the monopoly type. Sometimes the 
monopoly was operated directly through the 
colonial government, which dutifully paid out 
the dividends to the bondholders,- as in the 
case of the State-owned Indian railways. Knowles 
writes: “The colonial governments are com- 
pelled to obtain all their requirements, whether 
they be materials costing millions for railway 
or harbour construction, or small articles costing 
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only a few pounds, through the Crown Agents, 
... In this way is contracted the business 
of no less than forty-four colonies and the 
greater part of the capital expenditure of 
colonial revenues is spent in the United Kingdom, 
unless she cannot supply the goods. . . , Crown 
Agents also conduct the issue of loans.” ^ 

Now that the actuality of the enquiry has 
been established, the effects of monopoly upon 
the problem of markets must be studied. A 
reasoning with the simplified concept of absolute 
monopoly is not vitiated by the fact that in 
practice monopolies are seldom absolutely com- 
plete, The argument will apply to any degree 
of monopoly, even if it be merely a certain 
restriction of free competition. The strength 
of the tendency, of course, will vary with the 
degree of monopoly. 

The object of the formation of a monopoly is, 
by one means or another to restrict the supply 
of a commodity so that its market price is 
enhanced ; or, conversely, to limit the pur- 
chases of the raw materials required by the 
monopolised industry, so that supplies can be 
obtained at a lower price. In either case, a 
monopoly profit results from this restriction. Let 

^ Knowles, The Economic Development of the British Overseas Empire* 
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US take first the simple, classic case of the forma- 
tion of a monopoly which restricts absolutely 
the output. Suppose ten firms, each employing 
one hundred men and each having an output 
of one hundred commodities a year, be formed 
into a single trust, which supplies the whole 
market. If this trust continues production on 
the old scale it may expect to receive the 
aggregate profit of the ten firms previously 
operating. It knows that if it cuts down the 
supply and creates a shortage on the market, 
prices will be raised. Unless the cost of produc- 
tion rises steeply with a smaller output, it will 
receive a greater margin of profit. The first 
effect is that, since fewer workers are employed 
on the smaller output, their purchasing power 
is lowered. The volume of purchases has been 
diminished, production is on a smaller scale, 
and of course one may expect the market 
repercussions as analysed in a previous chapter. 
On the other hand the accumulating class 
have received additional purchasing power in 
the form of profit. Instead of selling one 
thousand articles a year, the trust sells, say, 
nine hundred. Only nine hundred men are 
now employed. As regards the increase in 
profit, this will depend upon the nature of the 
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market. If the output consists of a necessity, 
such as bread, only a small restriction would 
enable the monopoly to charge very high 
prices, for people must eat bread. However, 
if a monopoly attempted to restrict the pro- 
duction of motorcars, it is doubtful if prices 
could be raised a great deal without discouraging 
buyers. In the above example, we will take 
first the case where the extra profit is exactly 
equal to the wages of the dismissed workmen. 
In other words, the total purchasing power 
accruing to all connected with the industry 
remains unchanged. If the profit-making class 
neither spend nor invest their additional income, 
the effect will be as above, that is, a net diminu- 
tion of purchasing power. But they can be 
relied upon to pass on a certain proportion of 
this, but not so much as the previously employed 
workers. E is lowered, and consequently the 
volume of purchases is reduced. Whether the 
aggregate income of the industry is diminished 
or increased, this conclusion still holds; there 
has been a transference of purchasing power 
from employees, with a high E, to accumulators, 
with a low E. If the aggregate income is increased, 
purchasing power is transferred to this trade 
from others, and will fall into the hands of the 
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monopoly capitalists. Unless the public has 
transferred its purchases from industries where 
even higher monopoly profits are being earned 
than in this one, purchasing power is diverted 
to a lower E. 

The effects of monopoly upon purchasing 
power in this first stage of the analysis do not 
look very startling. But it has been seen from 
previous reasoning that the E of purchasing 
power cannot be lowered without diminishing 
absolutely the purchasing power of the ensuing 
cycle (see Chapter I). The question therefore 
presents itself whether a monopoly can be 
formed without lowering E. In the above analysis 
were shown the effects of monopoly upon 
purchasing power in its money form. It is easier 
to follow the fortunes of E by thinking in terms 
of commodities. In all the cases considered, the 
commodity purchasing power of the community 
was lowered by the fall of the output of the 
monopolised industry. The community suffers 
a loss equal to the values which the dismissed 
employees no longer produce. This is true so 
long as the capitalists do not utilise the monopoly 
profits and no other industry is expanded by 
an extraneous release of purchasing power. 
(The latter alternative is self-explanatory, and 
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we will only study the utilisation of purchasing 
power by monopoly capitalists.) Provided these 
recipients of monopoly profits invest them all 
in production immediately, the displaced work- 
men will be re-engaged, the values and the 
commodities will emerge once more. The only 
effect will be a certain transference of the 
productive forces from consumption goods to 
capital goods. And here is the vital conclusion; 
still greater outlets for investment must be found, 
even than under competitive conditions. Should 
the monopoly capitalist not be attracted by 
the prospective profits of new investment, or 
should he fail to dispose of his enhanced income 
on personal expenditure, E indeed falls, and 
the volume of purchases shrinks. The perennial 
difficulty of the capitalist economy has been 
magnified. 

The same conclusion is valid of a far more 
extensively practised form of monopoly than 
the pure example studied above, namely when 
an arrangement is made to check the natural 
fall in prices resulting from an increased labour 
productivity, and showing itself on the market 
by an over-production of commodities. Previ- 
ously, it was seen that in a competitive capitalism, 
capitalists were forced to pass on this increased 
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productivity of labour to consumers, so that, 
as long as employees’ incomes were not lowered 
in proportion, the community consumed a larger 
output of commodities and labour was not 
displaced. Thus was made possible the steady 
rise in the standard of living in Britain through- 
out the nineteenth century. If a monopolist 
avails himself of more efficient productive 
methods without passing the advantage of lower 
costs on to the consumer, he must dismiss 
employees; the output, and therefore the com- 
modity purchasing power of the community, 
remain unchanged, but fewer workers are em- 
ployed, and less is paid out in wages. Once 
again there is a transference of purchasing 
power from the employed community to the 
accumulating class, hence a fall in E. 

Just as the artificial maintenance of prices 
after the cost of production has fallen causes 
a transference of purchasing power to capitalists, 
so any attempt to raise prices to the general 
consuming public must have a similar effect. 
On the other hand, if the prices of diamonds 
were raised, say, by a successful cornering 
operation, it would be a matter of no great 
social concern. The capitalists controlling the 
diamond industry would, by raising their prices. 
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be depriving the people who buy diamonds 
of a certain amount of purchasing power. 
Purchasing power of a low E would be trans- 
ferred to monopoly capitalists, thus retaining 
its low E. But if monopoly capitalists, by rais- 
ing prices, mulct the general mass of consumers 
of their purchasing power, they are reducing 
the ability of the community as a whole to 
take goods off the market. 

The almost universal restriction of supply 
and the price-fixing of primary materials illus- 
trates the type of monopoly which robs the 
masses of humanity. World price-fixing cartels 
for rubber, tin, tea, etc., have the effect of 
reducing the purchasing power of the peoples 
of the world. The League of Nations economic 
experts have noted that in the period of incipient 
over-production prior to 1929, there was a 
general tendency to the formation of monopolies 
and a refusal to let prices drop.^ 

Either by refusing to let prices find their 
natural level, or artificially raising them, the 
monopoly capitalist reduces the ability of the 
consumer to buy commodities. The dilemma 
of the market assumes a form far more acute 
than in a competitive capitalism. It was seen 

^ Course and Phases of the World Economic Depression, pp. 53 and 69. 
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(Chapter VI) how a steady rise in the general 
standard of living was the only really effective 
balancing factor against the shrinking purchas- 
ing power caused by the increased labour 
productivity. Unless the standard of living (i.e. 
the consuming power of the masses) rises, the 
heightened productivity must result in lessened 
employment. This latter in turn means the 
further curtailment of purchasing power, and 
so on in the vicious circle of repercussions. 
Monopoly hinders the rise in the standard of 
living, and thus deprives capitalism of its most 
effective safety valve. The only alternative left 
to the monopolist is investment, and ever more 
investment. All the purchasing power which 
he has stolen from the consumer he must invest 
in production. Otherwise the dreaded market 
shrinkage sets in. Much more so than under 
a competitive capitalism, each dose of invest- 
ment must be greater than the last. The greater 
the monopolisation of the economic structure 
the more literally must investment be made 
at an accelerated rate if the size of the 
market is to be maintained. If one dragon 
of over-production pursues the competitive 
capitalist, a hundred are at the heels of the 
monopolist. 

Nl 



194 CAN CAPITALISM LAST? 

When discussing the effects of changing labour 
productivity in a competitive economy there 
was noted a tendency to the mutual destruction 
of capital as an alleviating factor. New invest- 
ment would be attracted by a very small increase 
in efficiency, it being a matter of no concern 
to one capitalist whether or not he render the 
plant of another obsolete. In this way, the 
volume of investment could be very large and 
the increase of productivity relatively small. 
Unless compelled to do so by competitive 
conditions, a firm would not invest in new 
plant, and scrap the old, unless it could thereby 
gain a net addition to its profits sufficient to 
pay interest on both old and new capital at 
a remunerative rate. The monopoly is removed 
from this compulsion. Whereas under com- 
petitive conditions it could have been forced 
to instal plant, yielding, say, 2|% more profit, 
or, as an alternative, be superseded by a more 
modern plant, as a monopoly it fears no rivals, 
and would not make the investment unless 
the net gain was at least, say 6%. Consequently, 
the destructive investment would disappear in 
a monopolistic society, and the volume of in- 
vestment as a whole would be seriously curtailed. 
On the other hand, what investment was made, 
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would raise the productivity of labour far more 
than under competitive conditions. We may 
expect, then, a smaller amount of investment 
than under competitive conditions, but what 
investment there was, would be of a more 
disturbing character. Each investment would 
introduce a greater technical change, and conse- 
quently induce a more drastic rise in produc- 
tivity. Investment distributes purchasing power; 
but monopoly invests less, The greater the rise 
in productivity the more pressing the market 
difficulty: monopoly accentuates the produc- 
tivity per unit of investment. The disturbing 
factor is greater, the alleviating factor weaker 
under monopoly capitalism. 

Reverting to another previous conclusion, 
we saw that an imaginary static capitalist 
economy could be maintained, if all improve- 
ments in technique were forbidden, and people 
commanded to spend the whole of their incomes. 
Might it not be argued that a monopolistic 
economic structure would bring this “ideal” 
nearer? Fearing no rivals, a trust need not 
adopt technical improvements, or even from 
sheer inertia, no improvements would be made, 
the shareholders of the trust being sufficiently 
social-minded to be content with a modest 
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dividend rather than upset the apple-cart by 
the unsocial behaviour of increasing efficiency. 
Such an assumption or “hope” would be 
flying in the face of all the ascertained facts 
concerning great monopolistic trusts, and the 
owners of capital who direct their policy. On 
first thoughts the lack of the compelling drive 
of competition might be expected to damp 
down the trend towards technical improvement. 
One may have the railways in mind as instances 
of monopolies that have not modernised their 
equipment as much as might have been expected. 
If the railways were competitive to-day, there 
is little doubt that we should have seen far 
more attractions offered to their customers. 
Vast quantities of rolling stock still in use would 
have been scrapped, we should have enjoyed 
brighter and cleaner stations, many more lines 
would have been electrified. One’s first impulse 
is to blame the companies for inertia, and 
hold them up as examples of the lack of initiative 
of a monopoly. It is hard to say without inside 
information on railway economics whether it 
would have been of advantage to these monop- 
olies to have adopted a more forward policy. 
From pronouncements of railway chairmen one 
gains the impression that the companies’ experts 
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have calculated the profitability of modernisa- 
tion very carefully, and it is likely that the 
explanation is not that of inertia, but simply 
that it does not pay the railways to scrap exist- 
ing equipment until it is practically worn out. 
It is one more case of the monopolist refusing 
to indulge in destructive investment at his 
own expense, (In the Economics of Welfare 
Professor Pigou showed how it paid tramway 
monopolies to maintain old equipment, whereas 
the public interest demanded the installation 
of new.) The by no means backward attitude 
of the railway companies to those forms of 
rationalisation needing little or no capital expen- 
diture (such as dispensing with the services 
of employees made redundant by speed-up and 
higher labour organisation) does not give the 
impression of “sleepiness”. The prompt acquire- 
ment of large and sometimes controlling interests 
in their potential rivals, the provincial bus 
companies, betrayed an alertness worthy of 
a Rockefeller. It is quite true that many a 
local electricity or gas company is backward 
and hide-bound, but these do not represent 
the most prevalent monopoly form of our 
times. In the up-to-date trust we find little or 
no tendency to renounce the prospect of increased 
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profit which technical advance affords. The vast 
organisation of trust shareholders, ranged tier 
upon tier according to a complicated order 
of precedence for the sharing of the profit, 
are no easily satiated tribe. Probably the capital 
will have been inflated in anticipation of monop- 
oly profits, so that the nominal rate of interest 
does not seem high. Furthermore, those who 
have the active conduct of the business have 
probably retained a large number of ordinary 
shares, that is, the repository for all the extra 
profits of the enterprise. Rather than any 
inertia, we find the monopoly trusts devoting 
sums to technical research on a scale which 
a competitive capitalism could not dream 
of. Consider the army of research workers 
employed by the I.C.I., Unilever, etc., or 
the continual drive for curtailing labour costs 
on the part of the L.P.T.B. Besides being able 
methodically to evolve the technical improve- 
ments, the large trusts have at their disposal 
immense concentrations of capital with which 
to build large and more efficient productive 
units. Research does not only take the form 
of increasing technological efficiency; specialists 
are employed to study economies of organisa- 
tion, office routine, means of carrying out work 
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with less hands, working out the most efficient 
manual operations for each job. Increases of 
efficiency of this latter type have the normal 
restrictive effects on the market, but generate 
not even an ephemeral alleviating effect by 
way of an investment in production. 

It must not be thought that in the phase 
of monopoly capitalism the whole scale of 
production cannot be enlarged. Just as in a 
competitive economy, however, it is necessary 
to have not so much a new act of investment 
producing commodities not made before, as 
a net increment of the volume of investment 
sufficient to enlarge absolutely the volume of 
purchases. For example, it is not enough to 
produce goods of a new type, say radio receivers, 
and “create” a new demand. Such a “new 
demand” is created only from the point of 
view of the individual manufacturer. Unless 
at the time the volume of investment as a 
whole has been increased absolutely, and suffi- 
ciently to generate an absolute expansion in 
purchasing power, the money spent on radios 
will in reality be subtracted from the purchase 
of other commodities. It is possible, of course, 
that some such new “want” or demand may 
cause such a boom in investment that an 
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absolute expansion of the market takes place, 
and the standard of living is permanently 
raised by the new “want” becoming a con- 
ventional necessity. The crux of the matter 
is not that people are now buying something 
new, but that the profitability of investment, 
and living standards have been raised. Assuming 
that the money spent on radios is simply diverted 
from the purchase of, say, pianos or gramo- 
phones, the ultimate effect upon purchasing 
power will be purely fortuitous, depending upon 
whether the workers and employers in the 
radio industry share out the purchasing power 
accruing to them in the same proportion as 
it was shared out in the piano or gramophone 
manufacture. If employees get more, E will 
be increased, and contrariwise. 

The restriction of the volume of investment 
because it does not pay the monopolist to 
scrap existing plant does not extend to manu- 
facture for a “new” demand, provided that 
the monopolist producer reckons not to spoil 
the sales of his other lines. So long as the purchas- 
ing power he hopes to capture is transferred 
from other commodities he will not be con- 
cerned. Thus there is room even in a monopoly 
capitalism for a vast volume of investment to 
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develop some revolutionary advance in technique 
or an outstanding invention which is commer- 
cially exploitable. The problem is to find such 
an outlet, and to maintain the higher level 
of production once the investment is completed. 

We are now in a position to summarise the 
special difficulties presented by the market 
problem in a monopoly capitalism: 

I I. The monopolist raises prices artificially, 
or by maintaining prices prevents the benefit 
of more efficient productive methods from 
being passed on to the consumer. Purchasing 
power is taken from the community in general, 
and appropriated by the monopoly capitalists. 
Unless they can find a means either of con- 
suming or investing all the extra purchasing 
power accruing to them, the market shrinks 
and unemployment and overproduction are 
the result. 

2. Large masses of capital are no longer 
destroyed in favour of new, slightly more 
efficient capital. Hence the volume of invest- 
ment is reduced, and it becomes more difficult 
to maintain the volume of purchases. 

3. Far from the urge to increased efficiency 
being lessened, investment is made more 
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“scientifically”, i.e. as a result of elaborate 
technological research, and less haphazard 
business calculation. The growth of produc- 
tivity is further heightened relative to the 
volume of investment, and the market shrink- 
age is all the more drastic. 

In short, the secular trend of increasing labhur 
productivity persists, while the series of alleviat- 
ing factors which were noted in a competitive 
capitalism tend to be eliminated. The dilemma 
of productivity is left to work itself out in all 
its purity. More literally does it become true 
that in a restricted market, the volume of 
investment must grow at an accelerated rate. 
A relapse due to the failure of this growth will 
be more catastrophic, and the forces, if any, 
capable of re-establishing prosperity will have 
to be immensely more powerful. 



CHAPTER X 


THE RATE OF INTEREST 

Mr. Keynes’s “natural” rate and “market” rate — Lowering 
the rate of interest as a stimulus to investment — The housing 
boom— The manipulation of the interest rate cannot be 
relied on to induce investment expansion — Mr. Hawtrey and 
monetary policy — The influence of rising prices. 

In his Treatise on Money ^ Mr. Keynes recog- 
nised the difficulty of maintaining an adequate 
volume of investment. This led him to evolve 
the theory of a “natural” rate of interest. In 
any given technical and economic conditions, 
a small amount of capital could be invested to 
earn a large profit. If it is required to invest 
a larger amount, the outlets for the most profit- 
able investment are found to be already filled, 
and recourse must be had to the less remunerative 
outlets, and so on; the larger the amount of 
investment required, the lower the rate of interest 
it can command. This is true both of a compe- 
titive and a monopoly capitalism, and the prop- 
ositions as to the mutual destruction of capitals, 
in either case remain valid. Mr. Keynes rounds 
off his theory with the concept of a “market” 
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rate of interest, that is, the rate at which money 
can be borrowed. Now the volume of invest- 
ment required to maintain purchases can only 
be borrowed and invested in production pro- 
vided the lenders do not demand a higher rate 
of interest than industry can afford to pay, 
that is, the “market” rate must not be njore 
than the “natural” rate. 

In the foregoing analysis this conception was 
summarised in the term a profitable outlet for 
investment, in other words an opportunity for 
investment which promises to yield a rate of 
interest high enough to attract capital. Mention 
was made of the difficulty of finding outlets for 
the ever larger amounts of investment necessary 
to avoid a slump. It was never denied that, 
provided these outlets could be found, the 
market problem would be solved. Nor is it 
denied that if only investors could be made 
content with any required small rate, i.e. the 
“natural” rate, the outlets for investment would 
always prove sufficient. This of course may 
entail locking up capital in plant to yield 
as little as or even less. The “natural” 
rate may even be negative. Instead of a lender 
receiving an addition to his capital, he would 
have to pay people to borrow it. The “natural” 
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rate may be negative just at the time when 
investment is most needed to right the balance, 
that is, when there is an accumulation of stocks 
and prices are falling. Under these conditions 
new production could only be envisaged at an 
absolute loss, and in fact neither the producer 
would think of borrowing, nor the financier of 
lending, on such terms. 

Nevertheless, the larger openings for invest- 
ment which a fall in the general rate of interest 
render practicable are an important considera- 
tion, and must be embodied in the general 
analysis. Let us suppose that investors, finding 
it impossible to place their capital at 7%, are 
prepared to lend it at 4%. There would be 
firms, no doubt, who could borrow capital 
and increase their efficiency to pay 4%, to 
whom 7% was out of the question. In order to 
pay the 4 % interest, they would have to increase 
the productivity of labour, but not so much as 
if they had to pay 7%. So long as any rate of 
interest is required, and this must always be 
assumed in a capitalist economy, the trend to 
increased labour productivity is present. But 
the lower the general rate of interest, the slower 
the rate of growth of this productivity. An 
accelerated counteracting growth of investment 
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is also required, but the lower the rate, the 
slower the rate of acceleration needed. 

It is seen that changes in the rate of interest 
do not invalidate the analysis so much as 
modify the evaluation of tendencies. The import- 
ant point now to be estimated is the elasticity 
of this rate of interest, in other words,, the 
degree to which it will obediently lower itself 
in order to stimulate investment. It has already 
been remarked that the circumstances under 
which it is most necessary to stimulate invest- 
ment, namely a trade crisis, are just those 
where no rate of interest, short of being a 
negative one, would prove attractive. But given 
business conditions which are not in a state of 
crisis, let us examine the workings of the mind 
of the investing capitalist. In the first place, 
he will reckon on an element of risk. While it 
may be worth while risking his capital at io%, 
he would not consider doing so at 5%. If there 
is a difference of, say, 3% between speculative 
and “safe” investments, this may be taken 
as the risk factor. Any investment in production 
is to a certain extent speculative, even if under- 
taken by a monopoly trust, while some industrial 
speculations may only attract new capital with 
a risk allowance of 10 or 20%. Until risk is 
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eliminated there is always an element of rigidity 
in the rate of interest expected of industrial 
investment, and that is the kind of investment 
which counts most. The nervousness of investors, 
even in 1936, accounted a relatively prosperous 
year, was so great as to render the interest fall 
inadequate to cause an investment boom. Despite 
a rate of interest lower by to 2|% than in 
1928-9, investment was only 63% of the amount 
in that year. To overcome the reluctance to 
invest, resort has been had to Government 
guarantees, such as on various electrification 
projects. 

The second element of rigidity in the rate of 
interest arises from the option which a holder of 
accumulated funds enjoys to invest, or to hoard, 
until trade prospects are better. Suppose, for 
example, that the “natural” rate of interest 
were to settle down permanently at i|%, it 
would take many years before investors accus- 
tomed themselves to this low level, and funds 
would be hoarded for this number of years. 
I'here is no way of ascertaining the future rate 
of interest, so that a capitalist will not sink 
his money in a i|% proposition if he thinks 
that by waiting even so long as five years he 
could get 3 or 5%. In practice, we see from 
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the recent crisis and depression that capitalists 
do indeed hoard, rather than invest at low rates. 

When it is borne in mind that to ho' rd 
accumulated surpluses aggravates the market 
problem, it is extremely doubtful if a general 
fall in the rate of interest would be an alleviating 
rather than an aggravating factor. That is to 
say, a fall in the prevailing rate may discourage, 
rather than encourage investment. 

By way of exception to this general conclusion 
we may take the house-building boom which 
has played a large part in the relative prosperity 
of the year 1936. This was facilitated by the 
lowering of Building Society mortgage interest 
rates by stages from 6|-% in August, 1928, to 
4|% in April, 1935. During the year ended 
30th September, 1936, nearly 340,000 houses 
were completed. At an estimated cost of ^(^500 
per house, investment in building amounted to 
5(^170,000,000. With the market repercussions 
coming at a time when the surplus stocks of the 
depression had been largely liquidated, and 
accompanied by a considerable expenditure on 
armaments, such an amount would be quite 
capable of causing an absolute expansion in 
the volume of purchases, and inaugurating a 
phase of “prosperity”. 
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With investment such as in residential build- 
ing, however, special circumstances rendered 
the fall in the interest rate more than usually 
stimulative. In the first place, the demand for 
houses —at suitable rents or mortgage instal- 
ments — is enormous, and exceedingly elastic. 
To lower the interest from 6|% to 4i% on a 
;^500 mortgage means a saving of 3^. 3d. per 
week, an important difference to the millions 
of the lower middle and working classes who 
are buying houses. Secondly, what risk factors 
there are can be eliminated, either by fire 
insurance payments, etc., or the payment of a 
deposit by the mortgagor to cover his payments 
should he default. Thirdly, the house may be 
reckoned to have a life long enough to amortise 
the capital outlay, even though the repayments 
may be comparatively small, and spread over 
as long as twenty years. Industrial plant, on 
the other hand, can be reckoned as becoming 
obsolete in much less than this period, in fact, 
it is hard to predict how soon plant may fall 
out-of-date. Hence the necessity of large 
amortisation payments. And the larger these 
are, the less decisive is a change in the interest 
rate. In addition, it would be extremely difficult 
to insure against the loss of one’s capital in 
Ol 
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an industrial venture because of possible 
obsolescence, or to insure against the upset 
of business calculation due to varying trade 
conditions. 

In summary, the lowering of an interest rate 
can only stimulate capital investment to a 
significant extent where this “pure” interest 
rate forms the predominant capital charge 
upon the enterprise; in other words, where the 
risk factor is negligible, and where amortisation 
charges are small. In addition, the market 
for the capital investment must be elastic, and 
the investor must be persuaded not to bide his 
time for a better opening. These considerations 
so narrow down the field where a lowering of 
the interest rate becomes stimulative — practically 
aU investment in production is ruled out — that 
it cannot be accounted either as a serious retard- 
ing influence upon the growth of productivity, 
nor as an expansive influence upon the volume of 
investment. 


Since the above was written, I learn that 
Mr. Keynes has rejected his concept.^ “I am 
now, he says, no longer of the opinion that 

^ General Theory of Employment, Interest and Money, 
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the concept of a ‘natural’ rate of interest, which 
previously seemed to me a most promising idea, 
has anything very useful or significant to con- 
tribute to our analysis.” However, the above 
arguments apply none the less to the usefulness 
of his new concept, the “neutral” rate of interest 
which he tentatively puts forward, that is 
to say, the “natural” rate which is consistent 
with full employment. 

More than any other, Mr. Hawtrey has 
made much of the supposed efficacy of a chang- 
ing rate of interest, and of “monetary policy” 
for the elimination of trade cycles. He has been 
the leader of the school of bourgeois economists 
who believed that trade crises were largely a 
matter of the central banking systems of the 
chief capitalist powers not knowing how to 
maintain a stable price level. Before the recent 
crisis it was generally assumed by professional 
economists that by a clever manipulation of 
the price level, slumps could be avoided, and 
they were fond of tracing every unfavourable 
turn of trade to some maladjustment of interest 
rates, prices, supplies of gold, etc. Their proposal 
was, that when trade became stagnant, and 
prices began to sag, extra credit, and of course 
the accompanying cash if necessary, should be 
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placed at the disposal of industry. Their argu- 
ment seemed to be supported by the history of 
British prices during the nineteenth century, 
when each big gold rush provided the basis for 
an expansion of credit, a rise of prices, and 
stimulated industrial activity. The special con- 
ditions under which the gold was able to raise 
the price level will be dealt with later. When 
the boom broke in 1929, and prices slumped in 
an unprecedented manner, what some bankers 
had said^ became obvious, namely that one 
could offer capitalists credit, but they would 
only utilise it and convert it into purchasing 
power if they saw a way of doing so profitably. 
If they declined to borrow the money and 
transform it into purchases, there would be 
no increased demand for commodities, and 
prices would not rise, or stop falling, as the 
case might be. 

Where the price-level, for one reason or 
another, does rise, it does not stimulate industrial 
activity by increasing the volume of purchases. 
On the contrary, since wages and salaries do 
not rise immediately in proportion, the volume, 
measured in commodities is decreased. Trade 
is stimulated, firstly because business men are 

^ Report of Federal Reserve Board, U.S.A,, 1923. 
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encouraged by a windfall profit, the market 
value of the commodities having risen as it 
were while they sleep, and secondly, exactly 
for the reason that temporarily their payments 
in wages and salaries are not raised, leaving 
them a wider margin of profit. The evident 
increase in profitability of business attracts 
investment, which does indeed tend to enlarge 
the market. But once the price rise has been 
effected and wages-bills rise in proportion, the 
sources of the extra profitability disappear, and 
business men find themselves in, if anything, a 
worse position because there is a greater amount 
of capital equipment producing for the same 
restricted market. Nevertheless, if there are 
unemployed workers available, or if those already 
employed are allowed to retain any increased 
real wages they may have won during the 
period of prosperity, or if for any other reason a 
new market has been opened, the scale of 
production may be permanently raised to a 
higher level. Sir Walter Layton’s conclusion 
from his study of nineteenth century prices 
corroborates this view: “The argument . . . 
that business expands more freely in periods of 
rising prices, would seem to be of no great 
importance in the long run, though it may 
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apply to some extent in short periods and to 
the opening up of new business enterprises in 
which the element of speculation plays an 
important part.” 

As was seen earlier in this analysis, the main- 
spring is a stimulation of investment in produc- 
tion. Apart from sheer gambling or currency 
inflation, prices of commodities, and of course 
of consumers’ goods, can only rise when there is 
a demand for them; in other words, when the 
purchasing power of the community is being 
used to spend more money on these commodities. 
But we have already seen that purchasing power 
and the volume of purchases depend upon the 
amount of money paid out in incomes, that is, 
in the main, the amount of employment given 
by industry. Prices are primarily the resultant 
of industrial activity and cannot change (short 
of speculation or inflation) except in accordance 
with the variations in the volume of purchases, 
which depends largely upon the adequacy of 
investment in production as a compensating 
factor. 



CHAPTER XI 


SOME CRISES CONSIDERED 
(a) Crises of Competitive Capitalism 

Adam Smith and the earliest crises — No over-production in 
the pre-capitalist era — Steam power and some crises of the 
early nineteenth century — Crises of over-investment and 
Marx’s description of them — The relation of crises of over- 
investment to the general analysis — Grises of over-production 
of commodities — The economic necessity of imperialism. 

We HAVE NO record of economic crises 
in our sense of the term in pre-capitalist eras. 
There were frequent famines, crises of shortage, 
but no difficulties of glut, general unemploy- 
ment and inability of the markets to absorb 
all that has been produced. 

No sooner, however, are the capitalistic rela- 
tionships formed than the familiar crisis of 
unsaleability makes its appearance. When the 
first crisis occurred, or who first recorded its 
occurrence, I do not know. In his Wealth of 
Nations f published in 1776, Adam Smith des- 
cribes a financial crisis the main features of 
which remain typical until the i8Co’s. It was 

» Book IV, Ch. I, p. 10. 
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what may be termed a crisis of over-speculation. 
Purchasing power in the hands of capitalists 
was attracted by long-term investment, so that 
there was not enough capital with which to 
conduct current business. In the description of 
Adam Smith: “This complaint, however, of 
the scarcity of money, is not always confirmed 
to improvident spendthrifts. It is sometimes 
general through a whole town, and the country 
in its neighbourhood. Overtrading is a common 
cause of it. Sober men, whose projects have 
been disproportioned to their capitals, are as 
likely to have neither withdrawal to buy money, 
nor credit to borrow it, as prodigals whose 
expense has been disproportioned to their 
revenue. Before their projects can be brought 
to bear, their stock is gone and their credit 
with it. They run about everywhere to borrow 
money, and everybody tells them they have 
none to lend.” 

It is hard to fix the earliest time by when the 
British economy could be said to be predomin- 
antly capitalist. Before Adam Smith’s time the 
country was certainly largely agricultural, 
although the capitalist wage-relationships were 
well established. Overseas trade consisted in 
bringing in luxuries, silks and spices from the 
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Indies, slaves from Africa, iron and timber from 
Virginia, furs from Canada. To facilitate the 
collection of these commodities, trading forts 
were established, or small colonies maintained. 
The backward regions were not exploited in 
the imperialistic sense. What is more important, 
the commodities were sold to the noble class, 
drawing their revenues from the land in the 
form of rents, tithes and other dues of a more or 
less fixed nature. The predominant economic 
structure was institutional in form. The chief 
worry of the cultivator was not where to find a 
market for his agricultural surpluses. The land- 
lord would decide this for him. Nor did the 
landowner-noble feel himself obliged to accumu- 
late, to save his current income in order to 
invest it in some profitable enterprise. In any 
case there were few, or no stocks and shares to 
be bought (save the occasional speculations in 
overseas trading companies or in adventurous 
expeditions, and these were insufficient to form 
a basis for a stock exchange or regular accumula- 
tion) . 

A moneyed man of the seventeenth century 
or the earlier part of the eighteenth, finding 
himself with a surplus of produce, might build 
himself a new mansion, employ craftsmen to 
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make a new carriage, tailor fine clothes, paint 
his picture, or make furniture and beautifully 
wrought plate; or else he might decide to lay 
out his gardens in the new fashion, or if he was 
more progressive than the rest, devote himself 
to the improvement of his estate. The inherent 
difficulty of the nobleman was not how to 
accumulate, and once having aceumulated, how 
to spend money. His difficulty was rather the 
reverse, how to lay his hands on sufficient 
revenues to live up to the fashion. He certainly 
needed little encouragement to spend the whole 
of his income. And since, from his landholdings, 
or through the feudal State machine which was 
at his disposal, he could lay his hands on what- 
ever surpluses might be produced, the feudal 
society never knew the bugbear of overproduc- 
tion. 

Yet by the time Adam Smith was writing the 
Wealth of Nations, the notion of accumulating 
funds with the object of investing them at a 
profit must have caught on sufficiently to cause 
him to notice a crisis of over-speculation. Note, 
however, its peculiarly local nature, “It is 
sometimes general throughout a whole town, 
and the country in its neighbourhood.” The 
gentleman in question, perhaps in company 
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with his fellow merchants or landowners, had 
no doubt spent all their spare cash upon some 
promising local project, and had none left 
either to complete the enterprise, nor even to 
pay wages in their ordinary run of business or 
in their households, nor perhaps for their own 
immediate wants. 

The Napoleonic wars were probably the 
decisive transitional period to the capitalist- 
industrialist form of society. The British trade 
in manufactures, especially in articles of clothing, 
which had grown at the latter end of the 
eighteenth century, suddenly found itself faced 
with an inexhaustible market. Not only were 
the Prussian and Austrian armies equipped by 
the British manufacturers, and financed by 
Pitt’s subsidies, but the Napoleonic armies 
needed boots as well. The close of the wars in 
1815 was marked, as expected, by a severe 
crisis of overproduction and unemployment. 
There being no more subsidies, the continental 
peoples had to pay for what they could by 
exports, but in this they were largely prevented 
by the British import duties. 

British capitalism was not at a loss for long. 
The railway and steamship showed themselves 
to be commercial propositions. It is perhaps idle 
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to muse upon what would have been the fate of 
British capitalism without steam power. The 
railways and ships not only provided immense 
outlets for investment in production; they multi- 
plied by many times the size of the market for 
every manufacture, made in fact large scale 
production, with its sine qua non of extensive 
markets, possible. The economic history of the 
first two-thirds of the nineteenth century is 
dominated by the investment possibilities of 
steam. Let any one who assumes that the accel- 
erated economic development of nineteenth 
century capitalism to be a permanent 
characteristic of the age, study the role of 
railway development, not only in provoking 
periodic crises of over-speculation, but in provid- 
ing the solution to the subsequent stagnation 
of trade. 

From the end of the Napoleonic wars the 
ten-year cycles set in. Once the stagnation 
of the depression is overcome, investment gathers 
momentum, ending in an orgy of speculation. 
During the 1824-5 boom /^i 00,000,000 were 
invested in twenty railway companies, twenty- 
two banks and insurance businesses, eleven 
gas companies, twenty-five British and foreign 
mining enterprises, nine canal, dock and steam- 
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ship building concerns, as well as miscellaneous 
other industries.^ The crisis of over-speculation 
was precipitated by the opening up of the Spanish 
South American possessions, resulting in mining 
speculation to such an extent that much gold 
was withdrawn from Britain. Consequently credit 
at home was restricted, and there was not 
enough cash or bank balances either to continue 
employment in industry, or to finance trade 
bills covering stocks of commodities. Despite 
the reorganisation of the banking and credit 
system, both after this crisis and after that 
of the early forties, we find a succession of 
similar crises, coming to a head because of 
some restriction of credit or loss of confidence 
following an important failure. However the 
root-cause was over-speculation. 

Marx gives a very penetrating analysis of 
the actual process.® He takes as an example 
process A, in which the circulating capital is 
turned-over ten times a year, and process B, 
in which the turn-over is but once a year. 
He shows how the investment in B strips the 
market of labour-power, means of subsistence 
for this labour-power, fixed capital, and materials 


^ Hyndman, Commercial Crises of the Nineteenth Century. 
* Capital, vol. ii, pp. 361 et seq. 
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of production, without replacing any of these 
elements until the year is completed. “The 
question is then simply reduced to the problem 
that society must calculate beforehand how 
much labour, means of production, and means 
of subsistence it can utilise without injury for 
such lines of activity as, for instance, the build- 
ing of railroads, which do not furnish any 
means of production, or subsistence, or any 
useful thing, for a long time, a year or more, 
while they require labour, and means of pro- 
duction and subsistence out of the annual social 
production. But in capitalist society, where 
social intelligence does not act until after the 
fact, great disturbance will and must occur 
under these circumstances.” 

The process can be summarised as follows: 
All who have accumulated or can command 
surpluses have devoted their money-capital to 
a form of investment whose fruits will take 
a long time to mature. Similarly, bank credits 
have been used for a similar purpose. Those 
who have the funds employ the labour, so 
that besides money, employment is diverted 
to the production of capital goods. When it 
is required to perform labour for the more 
immediate needs of society, such as harvesting. 
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the labour can only be obtained at a high price, 
or not at all. No one has spare funds to lend 
to the grower of corn. Similarly, even suppos- 
ing the corn is harvested, funds are necessary 
to buy and “carry” it until the price paid 
for bread and flour redeems the loan. But 
no one has the money with which to take the 
corn off the farmer’s hands. He must sell at 
any price he can get, and the characteristic 
phenomenon of a slump in prices occurs. 

In the first half of the nineteenth century 
the crisis was often precipitated by the necessity 
of importing corn at short notice from abroad, 
either because of a larger demand arising from 
the increased employment, or owing to a harvest 
failure. Marx observed that the consequent 
withdrawals of gold were followed at from 
one to six months’ intervals by a financial 
crisis. ^ 

It is unnecessary here to give a detailed 
account of the vicissitudes and triumphs of 
this stage of British capitalism. After a short 
period of business stagnation, returning confi- 
dence would once more render openings for 
investment more attractive. A period of pros- 
perity would invariably engender recklessness, 

^ Capital, vol. iii, p. 667. 
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and terminate in a further crisis of over-specula- 
tion. This is the period not only of rapid con- 
struction of railways, but of canals and turnpike 
roads. The difficulty was not the lack of openings 
for investment, but of too great promise of 
profit on all sides. 

The next depression, that of 1836-9, w^s 
relieved by a series of factors. The opening up 
of China to the British by the First Opium 
War (1839-41) meant that the British East 
India Company could now bring opium from 
India; the Corn Laws were repealed, and an 
outburst of financial optimism followed which 
knew no limits. Rail construction once more 
placed an important part in the ensuing specula- 
tion. On the 1 6th July, 1845, sixty-five Railway 
Bills received the Royal Assent; between 1845 
and 1847, ;^go,ooo,ooo were spent on railways.^ 

The financial crisis of 1848 is probably the 
purest example of an over-speculation chaos. 
There were not enough labourers to carry out 
the innumerable projects of construction. When 
contracts cannot be completed to time, when 
shareholders are enquiring when the dividend 
will be forthcoming, and find the railway still 
only exists on paper, the result must be a loss 

^ Hyndman, Commercial Crises of the Nineteenth Century. 
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of confidence in this line of investment. The 
construction companies, unable to borrow money 
to pay the navvies’ wages, stood them off in 
thousands. 

But the outlets for investment were too solidly 
profitable for a depression to last long. Once 
the excessive competition for labour and working 
capital had been cleared out of the way by the 
liquidation of the least sound companies, con- 
struction was resumed. The slack time only 
lasted for a few months. The recovery was 
furthermore stimulated by the Californian gold 
rush of 1849. 

The middle of the nineteenth century marked 
the apogee of the first great period of British 
capitalism — a time when the malady was over- 
rather than under -investment. Apart from 
the jerking of the home market to higher levels 
on the investment expansion, the progressive 
remission of British customs and excise duties 
gave ever greater opportunities to foreign trade. 
Between 1842 and 1852, foreign trade grew at 
the rate of ^4,304,000 a year. Australia had 
been colonised to supply the British manufact- 
urers with wool. New Zealand had just been 
conquered. One may ask how this phase of 
economic history bears out the present analysis. 

Pl 
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It might be contended that the succession of 
crises enumerated above were due to precisely 
opposite reasons from what one might expect 
from the general analysis. The answer to the 
apparent contradiction is that during this period, 
capitalist society did succeed in maintaining 
on the whole the necessary rate of accelerated 
development. It is not in the overspeculatron 
crises that the theory is best illustrated, but in 
the ensuing depressions. The shock of the 
financial crisis, the failure of banks and of just 
those industrial enterprises thought to offer the 
best prospects of profit, generated a mood of 
under-investment. So long as there was insuffi- 
cient confidence to produce the required amount 
of investment, the phase of depression continued. 
In addition, the surfeit of commodities which 
had piled up in the warehouses following the 
financial crisis, provided material reason against 
the resumption of business activity. 

On the face of things, it seems as if the crises 
of this period were the result solely of foolish 
speculation by capitalists. But is this “foolish”, 
“unguarded” investment purely a matter of 
human weakness, such that if investors could 
have been schooled in political economy, they 
would not have been visited with the retribution 
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of their sins, and the capitalist society of this 
period would never have suffered the periodic 
economic upsets?^ These orgies of speculation 
did not take place just by chance. As reasoned 
elsewhere in this book, it is in the nature of the 
capitalist to accumulate. The accumulator has 
an insatiable thirst for good placings for his 
investment, and the bursts of unguarded 
optimism which lead to the financial crash are 
born of his anxiety to place his funds. A contem- 
porary observation puts it this way:* “Unless, 
therefore, a gradual and adequate extension of 
the field of investment takes place simultaneously 
with this steady accession of additional capital, 
we must be exposed to periodical accumulations 
of money-seeking investment, which will be of 
greater or smaller importance according to 
circumstances.” . . . Enterprises which require a 
large capital for their execution and make an 
opening from time to time for the excess of 
unemployed capital . . . are absolutely necessary, 
at least in our country, in order to take care of 
the periodical accumulations of the superfluous 
wealth of society, which cannot find room in 

^ This view is implicit in the descriptions of M. N. Hyndman, 
Commercial Crises of the Nineteenth Century, 

^ The Currency Question Reviewed, 1845, quoted by Marx, Capital ^ 
vol. iii, p. 489. 
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the ordinary fields of investment.” These words 
were published at a time of booming trade, but 
the preceding seven years of depression (1837-43) 
were probably dominant in the mind of the 
author. During these seven years, accumulated 
profits, finding no outlet for investment, aggra- 
vated the depression. It is comprehensible 
that a major opening for funds, railway con- 
struction, for example, should develop into 
a mania and a crash. If the field of investment 
had extended concurrently with accumulation 
during the previous seven years, there would 
not have been the available capital to pour 
into railway companies, and the economic 
dislocation would have been avoided. 

Up to the middle of the century crises had 
been primarily of a financial nature — a disloca- 
tion of the means of production due to alternat- 
ing under-investment and over-speculation. The 
next crisis, that of 1857, had more modern 
affinities, but remained essentially of the same 
type as its forbears. We find the element of a 
general overproduction of commodities, already 
apparent before the financial stringency and 
crash. Engels, writing to Marx in September, 
1852, prophesied that the next crisis would be 
“damned serious”. “No crisis is worse than 
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one in which over-speculation in production 
is slowly developing. ...” However, several 
factors intervened to delay until 1857 the over- 
production slump of which Engels had observed 
the first signs as early as 1852. The limited 
liability company law of 1855 placed company 
flotation on an entirely new basis, giving new 
opportunities for the exploitation of projects 
needing large masses of capital. Russia was at 
this time opened up to capitalistic development. 
With the gold rushes forcing the pace, American 
industrial production increased threefold in the 
fifteen years ending in 1856; while the Crimean 
War (1854-5) was probably the most decisive 
factor in postponing the crisis. Furthermore, the 
increased output of gold provided an elastic 
basis for credit, so that the crisis was not pre- 
cipitated by a financial stringency. What were 
for the time vast quantities of gold were pouring 
into Britain from California and Australia. 
The Bank of England had abundant financial 
resources, and was able to avoid some of the 
worst features of former crashes by suspending 
the Bank Act and issuing more notes. Whereas 
in previous crises commodities were unsaleable 
because the credit with which to “carry” them 
could not be obtained, in this crisis the goods 
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could not be disposed of because an excess had 
been produced considering the purchasing power 
of the market. There followed, naturally, a 
period of disastrously low prices, unemploy- 
ment, and short-time working. 

It is interesting in relation to the general 
analysis to note that although vast territories 
had been opened up to trade— America, Russia, 
Australia, the Yangtse (following the Second 
Opium War, 1 856-8) — they offered but a meagre 
market for British goods. Unless one under- 
stands the strict limitations which a purely 
commercial, non-imperialistic industrialism must 
encounter when trying to dispose of goods to 
undeveloped or backward territories, however 
large, it is hard to realise how there could 
have been a general overproduction in 1857. 
Ironically enough, the overproduction was worst 
in America. So long as manufactures could 
not be transported to the backward peoples 
— in 1857 there were only 273 miles of railway 
in India — so long as the native community 
had not been broken up and re-formed so as 
to provide raw materials in exchange for these 
manufactures, it was of no use to export thither 
the British surplus production. Before the Imper- 
ialistic era the colonies were quite incapable 
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of providing the constantly expanding market 
which British capitalism demanded. 

During the following decade the market was 
blessed with a succession of wars, the Italian 
(1859-60) the American Civil War (1864), 
the Mexican adventure of Napoleon III, the 
Prussian invasion of Denmark in 1864, of 
Austria in 1866, and the Franco-Prussian War 
of 1870. How often have wars come to the 
rescue of capitalism! The manufacture of arma- 
ments and military equipment, apart from 
staving off over-production, provided a basis 
for the development of manufacture and above 
all heavy industry. 

With the end of the wars what we might 
have expected happened. A short burst of 
frenzied company promotion was followed by 
a crisis as early as 1873. New railway con- 
struction was abandoned. Capital investment 
virtually ceased. In outward appearance the 
crash itself resembled the type of the ’thirties 
and ’forties in that it started with big financial 
failures. The depression which followed, how- 
ever, displayed in an immensely magnified 
form those new tendencies which had become 
significant in 1857. What Engels had written 
twenty years earlier had become literally true; 
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a crisis of overproduction was taking as many 
years to work itself out as a financial crisis of 
over-speculation took months (not that this 
crisis was not also one of over-speculation; 
but its length showed more fundamental factors 
to be the main cause, at least, of its continuance) . 
According to Wesley Mitchell (whose statistipal 
method of diagnosing trade fluctuations tends 
rather to under-estimate than to over-estimate 
lengths of cycles) the depression following 1873 
lasted five-and-a-half years. In fact, the next 
fifteen years were of almost unrelieved depres- 
sion. In the early crises of the century, invest- 
ment would re-gather its momentum with the 
return of confidence, utilising the immense 
reserve of profitable outlets provided above all 
by railway construction. Frederick Engels, one 
of the most acute observers of trade conditions 
in his time, gives his reasons for this great 
and portentous depression: “The ten-year cycle 
seems to have broken down now that, since 
1870, American and German competition have 
been putting an end to English monopoly in 
the world market. In the main branches of 
industry a depressed state of business has pre- 
vailed since 1868, while production has been 
slowly increasing, and now we seem both here 
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and in America to be standing on the verge of a 
new crisis which in England has not been 
preceded by a period of prosperity.”^ In the 
following year he characterises the main features 
of the depression as: 

“ (a) especially (acute) in iron and cotton, 
“(i) colossal over-production that cannot 
even bring things to a crisis, 

“ (c) surplus of disposable capital, rate of dis- 
count 1% and i|-%, money on short loan J%, 
“(d) fear of new investments and enter- 
prises, which had already manifested itself 
in 1867, is the main reason why things are 
not brought to an acute crisis [i.e. to a finan- 
cial crisis of over-investment — F.A.]”^ 

In 1886 he again emphasises the loss of 
British commercial monopoly in the face of 
American and German competition. In his 
opinion, one of the three could have supplied 
the world market, and there was nothing for it 
but chronic over-production. In the same year 
he writes to Bebel: “This is now already the 
eighth year of the pressure of over-production 

^ Engels to Bebcl, 1884. 

® Engels to Bebel, Oct., 1885. 
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upon the markets and instead of getting better 
it is always getting worse.” The existence of 
England’s rivals precluded a general period of 
prosperity. “We have entered upon a period 
incomparably more dangerous to the existence 
of the old society than the period of the ten- 
yearly crises.” 

Engels was right. British capitalism was passing 
through a critical stage. If no way out of the 
impasse were found, the capitalist economic 
relationships, and the class who benefited there- 
by, were doomed, for capitalism cannot stand 
still. There was between 1883 and 1888 what 
Hyndmann describes as a “permanent glut 
and over-production”, most marked in the 
coal, iron and steel industries. Not that the 
structure of British capitalism as a whole did 
not grow; by the period 1885-8 the volume of 
foreign trade had risen by about 50% compared 
with the early ’seventies. But the expansion had 
not been rapid enough. Practically the whole 
decade 1875—87 had been one of low profits 
such as. are natural in times of general over- 
production. Walter Layton’s diagnosis of the 
difficulties of these times bears out the general 
argument: “Capital indeed increased very fast, 
for the expenditure by the wealthy had not yet 
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become so lavish as it is to-day, and habits of 
saving produced a superabundance of capital 
in a market where the existing demand was 
already well satisfied.” 

The Majority Report of the Commission 
upon the Depression of Trade, 1885, reached 
kindred conclusions: “That owing to the nature 
of the times, the demand for our commodities 
does not increase at the same rate as formerly; 
that our capacity for production is conse- 
quently in excess of our requirements, and 
could be considerably increased at short notice; 
this is due partly to the competition of capital 
which is being steadily accumulated in the 
country.”^ 

That some drastic change had to take place 
in the capitalist world economy was above all 
obvious to the British capitalist class, as the 
chief sufferers from the insufficiency of markets. 
Whether they were aware that the veiy existence 
of a form of society was at stake is doubtful. 
What they certainly were aware of was their 
inability to sell goods, the lowness of profits, 
the lack of openings for their accumulated 
capital, the encroachment of rivals upon their 
traditional markets, the erection of tariff barriers 

^ Quoted by J. A. Hobson, Imperialism^ A Study* 



236 CAN CAPITALISM LAST? 

against them by the younger industrialisms. 
“Never say die” may well be the motto of a 
capitalist class. If a way there was, that way would 
be found and tried. In their dilemma of the 
’seventies and ’eighties the expedient of gaining 
control of backward territories and developing 
them into complementary economies proved 
the golden remedy. Whether the indigenous 
peoples wanted it or no, they had to borrow 
British capital, they were forced to have railways, 
to accept British rails and locomotives, to work 
in mines, to adapt their economy to produce 
raw materials, and above all they were obliged 
to pay good dividends on the capital they had 
thrust upon them. 



CHAPTER XII 


SOME CRISES CONSIDERED 
{b) The Imperialist Heyday 

The value of imperialism in providing markets — The 
imperialism of the ’eighties — The role of gold mining — 
The prosperity of the ’nineties and the early twentieth 
century — The enormous rate of growth of the capitalist 
economy. 

During the long years of depression 
this country had learnt the value of the colonies 
as closed markets for her manufactures. 

“The export to the colonies helped to relieve 
the depression of English industries between 
1873 and 1886, and this awakened a growing 
interest in the possibilities of extending trade 
between England and her colonies. Great 
Britain could not stand still, either she must 
extend her markets, or her increasing popula- 
tion would no longer find employment, she 
must try to sell increasing quantities or her 
town population could not buy their food.”^ 
It was now a question of developing these 
colonies systematically, imperialistically, to seize 

^ Knowles, The Economic Development of the Overseas Empire. 
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the best territories in every part of the earth 
in order to exclude Britain’s economic rivals, 
and to guarantee, by political means, the safety 
of capital invested overseas. 

J. A. Hobson^ has attempted to show that 
imperialism did not in fact provide the overseas 
markets which were claimed for it. He qpotes 
figures of the value of British trade to show that 
this value increased but little in the years of 
imperialistic development. The value of our 
trade in 1894, for example, was the same as in 
1873. Such figures are startling until one takes 
into account the rapid fall in prices over this 
period. Actually, if one compares the averages 
for 1871-4 and 1885-8, one will find that the 
volume of trade increased by 50%. By the period 
1896-9 the volume had doubled— this in the 
face of the systematic exclusion of our manufac- 
tures from the Continent (in 1878 from Germany, 
in 1892 from France, and in 1890 and 1897 
from the U.S.A.). Far from Hobson’s contention 
being true, that the vast, chiefly military expen- 
diture on colonial expansion had not paid from 
a business point of view, the exact opposite 
can be demonstrated. The imperialistic creation 
of markets gave a new lease of life to British 

^ Imperialism^ A Study, 
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capitalism, enabled it to continue that con- 
tinuous upward swing which is vital to such 
an economy. 

British overseas investment began in earnest 
in the i86o’s. Between 1862 and 1872, according 
to reliable estimates, ^^46, 000, 000 were invested 
annually. With the depression of the ’seventies 
the rate of investment was slowed down (1872-82, 
■£ 2 ^,^ 00,000 annually). It seemed as if the 
Continental failures of 1873 had discouraged 
British investment in Europe, while the drive 
for the appropriation of other parts of the 
earth did not begin until the early ’eighties, 
reaching its full impetus about 1884.^ Invest- 
ment followed the flag. Between 1882 and 
1893, the annual rate was ^75,000,000. By the 
end of the century British holdings overseas 
must have totalled 5^2,000,000,000, bringing 
in an annual income of 00,000,000 a 
year. 

A series of inventions gave scope for imperialist 
development on a larger scale than hitherto. The 
introduction of cold storage in 1882 provided 
Australia, New Zealand and the Argentine with 
a valuable commodity which they could send 

1 1884-9, formation of African concessionist companies; 1883, 
British entry into Egypt; 1886, annexation of Burma and opening of 
Canadian Pacific Railway. 
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to Britain in return for steel rails, and in pay- 
ment of the British bondholders’ dividends. 
Imports of frozen meat doubled between 1895 
and 1909. After 1870 steel rails could be produced 
more cheaply by the Bessemer method, which 
tipped the balance of profitability in the opening 
up of undeveloped areas. It became the practice 
to drive railways into completely virgin territory, 
not connecting up any towns, but waiting for 
the towns to spring up along the railway. To 
this must be added the building of railways with 
an eye to their military value, as in India. By 
the 1890’s rubber was appearing as a valuable 
planting industry, supplying yet one more raw 
material which the advanced economy was 
willing to take in exchange, or as tribute. 

Perhaps the greatest stimulant was the signi- 
ficant rise in gold production after 1891. In 
1892 the annual production was 180 tons; 
by 1910 it had risen to 712 tons. Between 1896 
and 1912 ;^i, 000,000, 000 of gold were produced. 
Gold is one of the most ideal commodities for 
capitalist production. There is no difficulty in 
selling it. Once produced it is automatically 
money, sells itself as it were. It has no awkward 
after-effects like the production of iron, or any 
other metal, since, not being used in industry 
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for the most part, it does not tend to render 
labour more productive, nor precipitate a crisis 
of plenty. The more gold the world has the 
more it seems to want. The output was largely 
'.Dsorbed by the building of gold reserves for the 
central banking systems of the world. In addi- 
tion, India took ^^82, 000,000 worth in fourteen 
years up to 1912 — more than a tenth of the 
world supply.^ 

Modern methods of gold extraction necessi- 
tate expensive machinery — it is no longer a 
question of dipping a pan in a sandy stream. 
The ,{^1,000,000,000 worth mentioned above 
must have called for an investment in plant of 
considerable expansive effect upon the market. 

Nor could the abundant gold have come more 
opportunely than into the midst of the frantic 
capitalist development of the world. It provided 
the necessary credit for the growth of manufac- 
turing industry in Germany and the U.S.A. 
and of transport in the Argentine and Australia. ® 

It would be difficult to obtain, without special 
statistical research, a complete picture of a past 
phase of a capitalist economy, more especially 
so, as factors which we now consider vital, such 
as the volume of investment in production, and of 

^ Layton, Introduction to the Study of Prices, ^ Layton, ibid. 

Q.L 
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purchasing power, were left out of account, at 
least as far as statistics were concerned. It can 
be said with certainty, however, that the last 
decade of the nineteenth century and the first 
of the twentieth have all the features of a phase of 
rapid investment expansion, and an extension 
of the market equal to the accelerating rate of 
production. From time to time during the eaSrly 
1900’s it looked as if the volume of investment 
would not keep up the pace. To judge by 
precedent, one might have expected a serious 
reaction after the Boer War, but this and the 
slight stagnation of 1906 and 1907 was nullified 
by overseas investment on an unprecedented 
scale. During the five years 1909 to 1913 new 
capital issues for investment abroad issued in 
London averaged 5^134,000,000. Whether this 
rate would have been maintained after 1914 
if the War had not broken out, and what would 
have been the consequences of a failure must be 
matters for conjecture. Not only did imperialistic 
policy open up and systematically develop new 
areas. Political conquest and political influence 
demanded imposing armed forces. Between 1884 
and 1889 British armament expenditure had 
shown little disposition to rise from its average 
of 5^31,000,000. By 1898 it had climbed to 
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£ 4 . 0 , 000 , 000 . In the following year it jumped 
to 5(^64,000,000; the wars in South Africa and 
China (1900-3) sent it up to 30124,000,000. 

It has been observed in the theoretical analysis 
that provided the standard of living of the 
population could be raised in proportion to the 
growth in the productivity of labour, no crisis 
of general overproduction need appear. During 
the twenty years 1880-1900 real wages rose by 
41%, which, if the increase in the population 
be taken into account, gives an expansion of 
purchasing power of the masses by 68%.^ 
There can be no doubt that by whatever the 
imperialist development, the growth in world 
industry, gold production and armaments were 
deficient in keeping pace with productive 
capacity, the higher living standards made 
up the balance. 

It is little wonder that the pre-war imperialistic 
era is singularly free from trade depression even 
of the kind experienced during the i88o’s. 
Crises there were, notably the Baring panic of 
1 890, but this was rather one of over-speculation. 
The outlets for investment in American industry, 
breweries, Argentine State loans and railways, 

^ In considering real wages, I am forced to rely on official statistics 
for what they are worth. 
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Mexican railways and mines, U.S.A. rails and 
colonial loans once more gave the financiers a 
bilious attack from over-indulgence. It is note- 
worthy that this crisis produced no aftermath of 
depression such as many during the nineteenth 
century. 

Considering the rapidly mounting production 
of commodities in these times, the staving off 
of a crisis of overproduction was no mean 
achievement. Between the early ’seventies and 
the end of the century the production of American 
primary commodities doubled and trebled. The 
growth of heavy industry in the chief industrial 
countries (United Kingdom, Germany, U.S.A., 
and France) is the most impressive. The average 
of pig-iron output of the years 1895-9 was nearly 
two-and-a-half times that of the early ’seventies, 
only to increase by a further 68% by 1905-8. 
From an insignificant output in the early 
’seventies, steel output in these countries had 
reached 18,000,000 tons by the late ’nineties, 
and 40,000,000 tons by the period 1905-8. The 
extent of the growth of the whole British economy 
is shown by the threefold increase of the joint- 
stock banks’ deposits between 1870 and 1890. 

The observations of this and the preceding 
chapter bear out the contention of the general 
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analysis. Capitalism can only cope with the 
continually threatening tide of overproduction 
provided outlets for its absorption are made 
available as fast as production mounts. Only 
with a continually rising production, with ex- 
panding markets at its disposal, can a capitalist 
economy be in a “healthy” condition, able to 
employ and feed the working millions that it 
has brought into existence. 



CHAPTER XIII 


SOME CRISES CONSIDERED 
{ c ) Post-War Crises 

Post-war capitalist opportunities and the early slump — The re- 
construction of Europe — A stable price level — Accumulating 
overproduction beneath the stability — The Wall Street 
crash not the primary cause of the slump — The speculation 
no accident — The early signs of the slump in the world as a 
whole — The necessary expansion only possible in certain 
circumstances — The armament boom of 1937 — The deepen- 
ing severity of crises — Is there a “rock bottom” to a slump? 


If capitali SM IS capable of a spontaneous 
luxuriant growth, expanding of necessity from 
its own inherent nature under the impulse of 
the profit-making initiative of its economic 
leaders, then in the post-war years it had the 
opportunity to demonstrate this ability. The 
nineteenth century growth of capitalist indus- 
trialism, stupendous as it was, had made such 
an outlook a matter of course for all but a few 
Socialists, of which the “out-of-date” and “dis- 
credited” Marxists were the most consistent. 

Let anyone who is disposed to reject the 
argument of this essay provide a satisfactory 
answer to the question, Why did not post-war 
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capitalism swing us up in to the promised realm 
of plenty? If the arguments of this analysis 
are ignored, the capitalist world of 1919 cer- 
tainly offered a rosy future — a dawn all too 
soon overclouded by the cataclysmic slump of 
1920. True, this slump probably need never 
have come about so prematurely but for the 
over-investment born of this very optimism. 
Investors learned that it was one thing to build 
cotton mills to provide the much-needed shirts, 
and another to sell the shirts to the millions 
without the money to pay for them. It must 
have seemed especially hard to realise why the 
terrible housing shortage due to the practical 
cessation of building for four years should not 
guarantee a phase of at least internal prosperity 
for years to come. It was not only houses that 
were wanted. People had done without motor- 
cars, clothes, holidays and innumerable other 
articles of consumption during the war years. 
And yet the recovery was nothing spectacular. 
Very slowly —until 1929— the unemployment 
figures were reduced; British industry seemed 
to drag itself painfully, step by step, out of the 
depression. It never reached a boom. Before 
industry was working to capacity it was over- 
taken by the next crisis. 
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It must not be thought that opportunities 
for investment expansion were altogether lack- 
ing. The motor-car, wireless, artificial silk, gave 
new outlets for large scale investment and 
production. Both Britain and America were 
still actively prosecuting the imperialist policy 
of investment abroad— notably in South America. 
In the seven years 1923 to 1929, the U.S.A. 
exported ;;^590,ooo,ooo and the United King- 
dom ^(^650,000,000 worth of capital. Germany 
and other European States rehabilitated and 
modernised their industry largely with British 
and American capital; France and Belgium 
financed the reconstruction of the war-devas- 
tated areas from the same source via German 
reparation payments. 

For the maintenance of stability and for a 
phase of prosperity, the post-war price-level, 
once recovered from the 1920 slump, was ideal. 
The period 1923-9 was one of gently falling 
prices, declining 8% in Great Britain and 
somewhat less in the U.S.A. Such a slow con- 
tinuous fall could not appreciably diminish 
profits by a fall in value of goods during pro- 
duction and storing, and it must have done 
something to counteract rising productivity 
of labour by increasing the amount of 
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commodities which recipients of fixed incomes 
could purchase. 

Beneath this apparent stability the inherent 
deranging factors were at work. It has already 
been shown how the tendency of rising labour 
productivity was by no means damped down 
during these years of so-called technical stagna- 
tion for British industry. Probably the net 
tendency to labour efficiency, uncompensated 
by the mutually destructive capital investment 
of a more purely competitive capitalist economy, 
was greater than ever before. Nowhere except 
in Russia was the essential capitalist relation- 
ship of employer-wage-earner relaxed so as to 
loosen the bonds on the purchasing power of 
the vast majority of those drawing their liveli- 
hood from industry. Stocks of several important 
commodities, especially storeable foodstuffs and 
raw materials, were steadily accumulating, tower- 
ing themselves up until the day when world 
production would be dammed up and world 
markets flooded. The excessive stocks of coffee, 
despite the restriction, had caused a 50% drop 
in prices as early as 1927. The rubber producers 
also put off the evil day by artificial price-fixing, 
which induced additional planting outside the 
ring, and the last state was worse than the 
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first. World stocks of sugar began to show 
significant increases from 1926.^ Aggravated by 
the stimulus of the high prices of August, 1924, 
to January, 1926, wheat stocks were in a similar 
parlous state. 

Manufacturing industry had the same story 
to tell, but since manufactures are mostly madse 
to order, and their production can be checked 
when the market is becoming overstocked, the 
limitation of the market is shown in the surplus 
capacity of plant. The League of Nations report 
on the depression notes that: “The cotton, 
textile, engineering and shipbuilding industries 
all had a capacity in excess even of the demand 
in 1928, which was artificially stimulated by 
the boom.” The American automobile industry 
serves as another example ; enormous as was 
the boom output of over five million cars a 
year, the industry could have produced eight 
million. 

There is a general impression that the recent 
slump was “caused” by the Wall Street specu- 

^ The accumulation of sugar stocks illustrates the general trend. 

1,000 metric tons 
1913 .... 1,279 

1922 .... 1,214 

1926 . . . . 1,950 

1929 .... 2,571 

1930 .... 3,216 

Come and Phases qf the World Economic Depression^ L.o.N. 
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lation and crash. This was certainly the first 
evidence of the crisis to reach the ears of the 
public, and of most business men for that 
matter. Nor need it be emphasised that the 
breakdown of the speculative inflation of stocks 
and share prices on the New York Exchange 
in fact enormously accentuated the relapse 
owing to the sudden loss of business confidence. 
But the boom itself was no accident. The surplus 
of investable capital, as in previous slumps, 
found its way into share-speculation. Actually, 
the relapse had made its appearance in America 
as early as 1927 when industrialists refused, to 
take up the expanded credit offered to them. 
The situation was saved by the surplus credit 
finding its way on to the Stock Exchange and 
creating a boom in share prices. No less than 
86% of the enlarged volume of bank credit 
went into speculation. Indirectly, of course, 
this orgy of speculation did stimulate the market 
and production for a year or two. Gambling 
took place not only in securities, but in com- 
modities which could be easily held and quoted. 
In fact most of the boom production of 1928-9 
may be ascribed to the purely artificial specu- 
lative demand. When stocks were finally “un- 
loaded” by the speculators, the surfeit of goods 
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was all the worse. The rapid spread of hire- 
purchase in 1927 was also partly responsible 
for the delay, and intensification, of the slump. 
It resulted in a sharp consumers’ demand, 
followed by a shrinkage of the market during 
the years when the goods were being paid for. 
With the inflation of commodity prices by 
the easy credit policy after the middle of 1927, 
American industrial profits rose sharply and 
provided an apparent justification for the 
optimism in the security market. (American 
company profits were 28% higher in 1928 
and 39% higher in 1929 than in 1927.) The 
significant drop of profits in the third quarter 
of 1929 showed their speculative origin. The 
investment in production arising out of the 
boom only aggravated the real surplus industrial 
capacity already existing. 

In the world as a whole, there were many 
statistical indications, besides the accumulation 
of stocks, to demonstrate the artificial nature 
of the boom, and the inevitability of the ensuing 
slump. During 1928-9 prices of manufactures 
failed to rise, and even fell in Germany, the 
United States and other countries. The output 
of manufactures began to decline in the United 
States and in Germany in June; in Poland 
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and Canada the drop in production started 
in February. In most countries share-prices 
began to fall at the beginning of 1929 or earlier. 
Wholesale prices fell from March or earlier 
in Britain and the Empire, Germany, France 
and Italy; but the commodity boom upheld 
American prices until August. Finally, American 
building activity declined by 30% between 
May 1928 and August 1929. 

The critical days in Wall Street came when 
the surplus commodities invading an over- 
stocked market could not be disposed of and 
needed large quantities of credit to “carry” 
them. “Short” money was largely tied up in 
stock exchange speculation, and interest rates 
were rising at an alarming rate. * In such 
circumstances a break in prices was inevitable. 

Despite the spectacular events of the stock 
exchange and monetary crisis, the root cause 
of the whole cataclysm is not to be found in 
human foolishness or greed, but in the basic 
defects of the capitalist productive relationships. 
The warnings of the over-production crisis long 
before the boom of 1929 made it impossible for 
even the most bigoted fanatic of pure monetary 

1 From June 1928 to November 1928, from 4 to 8J%. During 1929 
rates fluctuated between 8 and 9%, at which rate the cost of '‘carrying*’ 
commodities was prohibitive. 
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theory to maintain that the great depression 
was due fundamentally to the speculative boom. 
The Economist is quite correct in boding ill of 
the similar speculative boom in commodities 
which began in earnest in November 1936; 
but it would be a mistake to imagine that we 
can prevent the reaction ahead by preventing 
the speculation. To restrain it can at best 
mitigate the severity of the crisis, and perhaps 
bring it on sooner. Furthermore the gambling 
itself is only a symptom that will not disappear 
by the bewailing of it. 

One is forced to the conclusion by the economic 
events leading up to the 1929 slump, that only 
under exceptional circumstances can a capitalist 
economy maintain the rate of expansion neces- 
sary to avoid the periodic relapses. The British 
competitive capitalism of the nineteenth century 
accomplished this feat in the main, so long as 
she had the monopoly of manufacture ; and 
only then indeed with the immense reservoir for 
investment in railway construction at her dis- 
posal, not to mention the gigantic new markets 
which the railway and steamship opened up. 
The British imperialistic capitalism of the thirty’ 
years before the War was able to maintain the’ 
constant flow of capital into production by 
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virtue of the development of backward terri- 
tories. The permanent residue of unemployment 
in Britain since the War, and in other capitalist 
countries since the depression, is the measure 
of the failure of modern capitalism to maintain 
its rate of growth. Never was Marx more up- 
to-date than when he wrote: 

“An ever larger quantity of capital is required 
in order to employ the same, and still more, 
an increased amount of labour power, to the 
extent that the capitalist mode of production 
develops. The increasing productivity of labour 
thus creates necessarily and permanently an 
apparent overpopulation of labouring people.”^ 

It is difficult to foresee how, if ever, this 
rate of growth is to be resumed, short of the 
artificial markets provided by wars and re- 
armament. Not only has a British capitalist 
class to solve the problem of expansion, but 
the American and German and French and 
Italian and Japanese, and those of a host of 
other capitalist economies. The present curious 
phenomenon of a speculative commodity boom 
amid the substantial vestiges of the previous 
depression (spring 1937) is no indication that 
the dilemma is being any more than temporarily 

^ Capital^ Vol. iii, p. 261. 
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solved. It is natural that a frantic world arma- 
ments race, together with rather scanty harvests 
coming at a time when the accumulated stocks 
of the last depression have been absorbed, 
should cause commodity speculation. That this 
will repeat the process of 1927-9 is more than 
probable. It may be that stock exchange specu- 
lation will be intensified, and that production 
will receive a certain stimulus, but of a period 
of prosperity, with the full use of our material 
and human resources, there is, short of a deus 
ex machina, no hope. What is more likely is that 
the phase of overproduction arising out of the 
financial stimulus will develop into a crisis in 
less time than the 1929 cycle. 

And what then? Can the next crisis be more 
severe than the last? If the future crisis follows 
the precedent of becoming more severe than 
its forerunners, the industrial capitalist econo- 
mies must come practically to a standstill. 
When we speak of the trade fluctuations of the 
nineteenth century we must bear in mind that 
they were nothing of the order of the post-war 
crises. For instance, the value of world trade 
fell by only 5% during the crisis of 1873-4 
by 4% during that of 1883-4, by 7% during 
1907-8. The drop between 1929 and 1933 
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was no less than 64%. World pig-iron produc- 
tion never experienced a cyclical fall of more 
than 10% until the 23% drop in 1907-8; in 
1 920-1 the fall was over 40%; between 1929 
and 1932 it was 66|%. American pig-iron 
production in 1932 was little more than a 
fifth of the peak boom production (that not 
even up to capacity). During the black year 
of 1932 world industrial production reached 
its lowest level of 6i|% of that of 1928, while 
the American index fell as low as 52^%. 

Perhaps more than the severity, the duration 
of the recent depression was symptomatic of 
the dilemma of world capitalism. The League 
of Nations study observes: 

“In all the earlier depressions except that of 
the eighteen-eighties, the lowest level of output 
(of pig-iron) was reached in the year after the 
crisis. In other words, some recovery began to 
take place during the second year. The recent 
decline in pig-iron production has not only 
lasted longer than in any of the previous depres- 
sions, but from the available figures for 1931 
it appears that the reduction in output is 
greater.” 

For over three years after the 1929 crash 
industrial production continued to decline. The 

Rl 
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familiar question was then, “When are we 
going to touch rock-bottom?” 

It is an interesting theoretical question as 
to whether a “rock-bottom” exists at all. It 
is obviously quite feasible for all manufacture 
of capital-goods, even for replacement, to come 
to a standstill. That is, pig-iron production 
would fall to zero. As industry as a whole 
becomes more highly capitalised, the drop in 
production can be greater. As the capacity to 
produce grows we may expect periods of recov- 
ery to change sooner into periods of over- 
production. So far as economic theory is con- 
cerned, we have seen that the consumers’ 
section of the market could shrink to zero but 
for certain rigid factors, such as unemployment 
insurance, salaries and wages of permanent 
employees, etc., where loss of market does not 
entail dismissal of the employee. Actually, of 
course, long before such extremes are reached, 
the history of a crisis is likely to pass from 
the economic to the political arena: the “con- 
sumers’ section of the market” may become a 
revolutionary class and break the vicious circle 
by breaking up the capitalist productive relation- 
ships. 



CHAPTER XIV 


PALLIATIVES 

The transference of purchasing power from one country to 
another by protective tariffs — Government subsidies — State 
restriction — Germany the extreme case — ^Wage-cuts in times 
of crisis — Currency depreciation — Armament expenditure as 
the favourite form of deficit financing and as a possible 
solution. 

It is only to be expected that since 1929 
world capitalism should be acutely aware of 
the threat to its existence. Just as during the 
critical i88o’s, the leading capitalist groups have 
not failed for lack of trying. Manifestly, no 
regenerative expedient like the imperialist de- 
velopment of the latter end of the nineteenth 
century has come their way, but they have not 
been inactive in applying the best palliatives at 
their command. 

During the first decade after the war the 
market problem took the shape of a desperate 
struggle for markets for industrial goods, in 
which struggle the protective tariff was widely 
used to assure the monopoly of the home market. 
With the onset of the crisis even Great Britain, 
the classical country of free trade, resorted to 
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the protective tariff in an attempt to bolster 
up the home economy. It is unnecessary here 
to examine all the complicated reactions of the 
protective tariff. Suffice it to illustrate by an 
example how it is used to transfer purchasing 
power from one country to another. 

Suppose that Henry Ford finds his automobiles 
excluded from Britain, and that he decides "to 
build a British factory in order to produce in- 
side the “protected” market. Previously, a large 
number of Ford cars had been sent across the 
Atlantic; American citizens had been employed 
in their production. In return British citizens 
would be employed in making commodities to 
send to America in order to pay for the cars. 
When Henry Ford builds the British factory this 
process of international exchange ceases. The 
American automobile workers are thrown out 
of employment, and the British industrial workers 
do not send goods to America. 

Let us study the effects in America first. 
There has been a net reduction in employment, 
and hence in purchasing power. The commodities 
previously imported from Britain to pay for the 
automobiles are no longer demanded in the 
U.S.A., for the fall in purchasing power is com- 
mensurate with both the lost production of 
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automobiles and the import of commodities 
from Britain. The U.S.A. suffers a net loss of 
purchasing power. 

In Britain, on the other hand, there is 
increased purchasing power generated by the 
extra employment of automobile workers. Al- 
though Britain has lost the trade with America 
of general commodities (a point which free- 
traders are never tired of rubbing in), this is 
compensated by the extra spending power of 
the British public. For instance, if Lancashire 
had previously supplied shirts for the workers 
in the American Ford plant, it now supplies 
shirts for the workers in the British Ford plant. 
In addition, Britain has captured the purchas- 
ing power of automobile users who once bought 
American cars. Britain has received a net 
increment of purchasing power. 

This process is not only applicable to a single 
capitalist like Ford who transfers production to 
within the protected area. The transfer can 
come about by rendering the price of the 
imported article so prohibitive in Britain that 
the Americans cannot find buyers. Consequently 
British capitalists supply the market instead. 

Besides laying its hands on a supply of 
purchasing power by a permanent transfer of 
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production, the protecting country benefits by 
a stimulation to investment in production. The 
transference of industry from one locality to 
another must always necessitate some capital 
investment, and in some cases a great deal. 
Capital equipment in one country is scrapped, 
and built anew in another. Just like the mutual 
destruction of capitals in a competitive capital- 
ism, the change of the location of industry 
alleviates market difficulties by increased invest- 
ment in production. 

Another blessing of Protection, not always 
recognised as such, is its capacity for rendering 
the production of commodities less efficient. It is 
quite true, as ardent free-traders point out, that 
you cannot transfer industry from a locality 
where it has grown up because of natural 
advantages, or where production costs are cheaper 
for other reasons, without a lost of real wealth 
to humanity. What the free-traders overlook is 
that humanity, tied hand and foot by the 
capitalist market, does not want real wealth; it 
hates it. The very fact that a greater expenditure 
of human labour is required to produce a com- 
modity in the protected country means that the 
dangers of heightened productivity are, by so 
much, avoided. It is one of those instances of 
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waste which are such a boon to the capitalist 
economy. Nevertheless, every application of the 
palliative of Protection entails a reduction of 
living standards for the masses of humanity. 
The economic absurdities which the restriction 
of international trade has imposed upon human- 
ity have already reached the stage of hay suits 
and wooden pants. 

That Protection must always be a palliative, 
and no permanent solution for the market 
difficulty, is seen when one reviews the general 
spectacle of all the capitalist powers raising 
tariff barriers against each other, and stealing 
each other’s purchasing power. Thieves cannot 
take in each other’s washing. It is easily seen 
that the chief gain from Protection, the trans- 
ference of purchasing power, is only a gain from 
the point of view of the individual protecting 
country. Once the most important capitalist 
economies engage in competitive and retaliatory 
Counter-Protection, even this gain is lost. The 
only net gain of purchasing power results from 
the expense of re-equipping plant to produce 
in the new localities. Nevertheless, any economy 
which imposes a protective tariff still reaps 
certain direct benefits which are easily seen, 
especially by the home manufacturing interests, 
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and any country abolishing tariffs, on manu- 
factured goods at any rate, suffers certain direct 
losses. Consequently Protection will always afford 
an attractive temporary palliative in difficult 
circumstances, even if the ultimate effects are 
deleterious. 

The effects of Government subsidies are of' a 
similar nature. Less efficient methods of pro- 
duction are kept extant just because they can 
be performed in the home country. There is a 
lower labour productivity than otherwise would 
be, so that the capitalist economy attains a 
certain measure of stabilisation. This time the 
taxpayer pays the price in a reduced standard 
of living. If the subsidy is of the fashionable 
variety of a levy on imported foodstuffs, the 
tax falls directly on the consumers of these 
foodstuffs. Thus, when the British Government 
levies imported wheat and beef to subsidise the 
British farmer, those who spend a considerable 
portion of their income on bread and foreign 
beef suffer a lowered standard of living. If the 
subsidy is financed out of income-tax, this is 
tantamount, as regards its effects on purchasing 
power, to expenditure on useless public works, 
such as digging holes and filling them up again. 
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Nevertheless, the volume of British purchasing 
power is increased in so far as the production 
of these commodities is transferred to Britain. 

Similarly, the dumping of exports upon an- 
other country, that is, selling them below their 
market price, is just another method of retaining 
the production and the purchasing power of the 
employees in the home country, at the same 
time reducing purchasing power in the country 
of destination. This is why capitalist States 
object, at first sight paradoxically, to receiving 
presents of commodities from abroad (for this 
is what dumping amounts to). Needless to say, 
no Socialist State would object to having goods 
forced upon it at less than their cost of produc- 
tion, and more cheaply than it could make 
them itself. 

All the devices by the governments of advanced 
capitalist powers to maintain purchases at the 
price of efficiency, whether tariffs, dumping, 
levies, exchange restrictions and manipulations, 
limitation of investment, may be termed State 
restriction. The fashion, and its effects, are 
characterised by the Economist: 

“Entrepreneurs (i.e. capitalists), both in the 
industrialised and primary producing countries, 
have contrived to exert sufficient pressure, either 
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on their Governments or on markets, to main- 
tain and even raise prices by restricting produc- 
tion and by roping off their markets. Thus, the 
profitability of enterprise— and to a lesser extent 
of agriculture — re-emerges at lower levels of 
production; but the communal well-being is 
scarcely benefited.”^ 

In some countries, and notably in Germany 
since the coming into power of the Nazi Govern- 
ment, State restriction has come completely to 
dominate their economic structure. In the words 
of the Economist: 

“Time alone will show whether the rest of 
Germany can support an agricultural com- 
munity which can only produce at prices which 
are at present roughly three to five times the 
world market prices, or alternatively, what will 
happen to Germany in the event of a really bad 
harvest.”** The long tale of shortage of fats, meat, 
bread and raw materials has been the answer to 
date. The German Government has been equally 
consistent in its capitalist role by its use of the 
power of the State in order formally to prohibit 
the growth in efficiency. In the same periodical 
we read:® “Private investment in plant is pre- 

Economist^ Sept, jzist, 1935. ® Sept. 23rd, 1933. 

» Nov. 3rd, 1934. 
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vented by prohibitions in numerous branches not 
only against the formation of new undertakings, 
but even against reopening of works closed during 
the depression.” Here we see capitalism played 
out to its logical absurdity, forbidding itself to 
use the productive resources at its command 
lest it be not able to control them. The state 
of the German economy to-day is fulfilling 
Marx’s prophecy; 

“Since the aim of capital is not to minister 
to certain wants, but to produce profits . . . 
conflict must continually ensue between the 
limited conditions of consumption on a capitalist 
basis and a production which for ever tends to 
exceed its immanent barriers.”^ 

Dr. Ley, leader of the Nazi Labour Front, 
put it somewhat differently when speaking to 
Neunkirchen miners: “The main issue with the 
workman is not his ridiculous wage-pennies 
but the dignity of his position; and ultimately 
wage-questions settle themselves if the worker 
respects himself.”^ While the productive re- 
sources are lying unused, the worker must be 
proud to tighten his belt. 

The ideal of State restriction is the crystallisa- 
tion of the capitalist economy into a vast 

> Capital^ vol. iii, p. 301. * Sept, 1935. 
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institutional structure, in which the population 
is graded into economic castes of the ancient 
Indian pattern, or “Stande” to use the modern 
German term borrowed from her medieval 
history. Ancient Hindu feudalism and the Ger- 
many of the Middle Ages were only able to 
maintain this crystallisation in the absence of 
any technical progress. But to ban all improve- 
ments in a modern capitalist economy is in the 
long run impossible. Not only would it entail 
the practical abolition of heavy industry, but 
an elimination of commodities from the world 
market by the more efficient production of other 
countries. No nation who needs to import 
industrial raw materials and foodstuffs could 
envisage this prospect. The failure of the German 
State to prevent the operation of the natural 
law of rising productivity is shown by their own 
official figures; between 1932 and 1935, the 
production of commodities increased by 40%, 
but employment by only 29%. 


During the recent crisis of 1929 and the 
prolonged depression which ensued, the solution 
of their difficulties the most universally at- 
tempted by the capitalists was the reduction of 



PALLIATIVES 269 

costs by direct wage cuts. Unable to sell its 
products at remunerative prices, and often faced 
with imminent bankruptcy, a firm would reduce 
labour costs as the only means of keeping itself 
in business, or at least of maintaining the level 
of profits. This procedure has been justified in 
that it tended to restore profitability, and so 
encourage investment. Of course, to reduce 
wages does raise profits and under certain 
conditions will stimulate investment in new 
production. The fact which economic experts 
of this way of thinking overlook is that the 
community suffers an immediate reduction of 
purchasing power, unless the recipients of the 
increased profits immediately re-invest them in 
production. In times of economic crisis, when 
the policy of wage cuts is most energetically 
prosecuted, we know that these profits will tend 
to be hoarded. To cut wages, therefore, may 
be a temporary alleviation for the individual 
enterprise, but from the point of view of the 
economy as a whole it will tend to deepen the 
depression. At the same time that production is 
driven to lower levels, the capitalist class will 
have done something to maintain its income. 
In other words, the burden of the reduction of 
purchasing power will be borne by the class 
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of employees, and more especially the wage- 
earners, whose incomes are the most fluid. 
During the recent crisis the workers of Central 
Europe suffered terribly from the driving down 
of their living standards. 

While the British bourgeoisie did not shrink 
from the device of direct wage cuts, it did pot 
consider the lowering of living standards by such 
crude means to be politically the most advis- 
able. It resorted to the cleverer tactic of currency 
depreciation. When the money of one State loses 
in exchange value compared with other cur- 
rencies, all imported commodities must be paid 
for by larger amounts of the home currency if 
the foreign vendors are to receive the same price 
in their own currency. Thus the consumers 
of foodstuffs in Britain, a great part of which are 
imported, were forced to pay a higher price than 
if the original exchange-rate had been maintained. 
Actually, Britain was in the fortunate position 
of being the sole large purchaser of these food- 
stuffs, so that the producing countries found 
themselves in a very bad bargaining position 
and had to accept lower prices in their own 
money. Either because home consumers could 
not buy at the enhanced home prices, or because 
foreign producers would not find production on 
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the old scale profitable in view of their diminished 
receipts, the volume of imports into the currency- 
depreciating countries would tend to be cut 
down. The effects as regards purchasing power 
would be the same as a protective tariff. In so 
far as it was possible and profitable, a certain 
amount of the production would be transferred, 
the depreciating country would gain, and the 
other countries would lose somewhat in purchas- 
ing power. 

The second effect of depreciation arises from 
the fact that foreign currencies have a higher 
money value when converted into the home 
currency. Exporters selling in the U.S.A. at the 
same dollar prices would find that these dollars 
gave them a larger quantity of the depreciated 
sterling, the currency in which their 
accounts were kept, wages paid, and profits 
calculated. Exports yield higher profits and 
their volume is relatively enlarged. The effect 
is that of an export subsidy; production is 
transferred to the home market at the expense 
of other nations engaged in international trade. 
Britain’s panacea of depreciation has made a 
significant contribution to her recovery from 
the throes of the crisis. Other capitalist powers 
were not long in following suit, and were 
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able in turn to direct the stimulus to 

themselves.^ 

It is obvious, however, that once all the 
currencies have been depreciated, the advantages 
of mutual spoliation will have cancelled each 
other out. The stimulus can only be regained 
by a renewed outburst of depreciation. At best 
the great capitalistic powers can only gain a 
lasting advantage at the expense of the more 
backward, raw material producing economies. 
Since the impoverishment of these destroys their 
ability to buy the products of the manufacturing 
economies, the spoliation will rebound upon the 
robber. 

It can be stated in conclusion that exchange 
depreciation may provide a temporary allevia- 
tion to the market problem of the individual; 
countries, but its main effects on the world 
capitalistic economy are, firstly, a certain 
ephemeral investment expansion due to the 

^ The vital role played by currency depreciation in lifting the world 
out of the crisis is shown by the following summary by the Economist 
(Aug. 15th, 1936) of the findings of Money and Banking^ a review published 
by the League of Nations : 

“The most obvious and significant fact which emerges from the 
Review is that no single major country has overcome the great depres- 
sion without undertaking a policy or monetary expansion of some kind 
or another. 

“It is also true that in every one of the countries which have over- 
come the depression, recovery did not begin, if we discard the hardly 
discernible ‘false starts’ of early 1931 and late 1932, until expansionist 
policies had already been undertaken.” 
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transference of industry from one locality to 
another; secondly, to the extent that production 
is displaced from its favourable location, labour 
becomes less efficient, and standards of living 
fall; thirdly, in so far as the workers are unable 
to demand higher money-wages to compensate 
for the increased prices — the purchasing power 
of the world is reduced. The first two effects 
enumerated tend to alleviate the dilemma of 
the market, the third to aggravate it. 


The list of the palliatives which have hauled 
world capitalism out of the 1 929 economic crisis 
would be incomplete without a mention of the 
activity of the war industries. At the time of 
deepest depression the Economist published a 
satire on the contradictions of the market 
problem. Mr. Ramsay MacDonald, the then 
Prime Minister, recalled that in war-time there 
had been no difficulty in disposing of the output 
of industry. Quite the reverse, the insatiable 
demand could hardly be met. Accordingly he 
launched an imaginary war. On the basis of 
the demand for supplies of all kinds, the pre- 
viously stagnant production rocketed to new 
heights, and not only in the war industries; the 
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increased purchasing power of the people stimu- 
lated all industries, and the standard of life 
soared in company with the enormous produc- 
tive forces released. The munitions were sur- 
reptitiously dumped in the North Sea. The 
present armaments race is fulfilling this prophecy 
in certain respects. It is providing an increment 
to purchases’ which is not subject to the dis- 
advantage of capital investment — it does not 
generate increased labour productivity. It pro- 
vides a perfect illustration of the previous 
conclusion, that if only enough values are 
wasted, i.e. put to unproductive uses, the 
market problem is solved. 

The armaments remedy has the limitation of 
deficit financing, yet for a complex of political- 
economic reasons it seems to be the form which 
a capitalist society is the most willing to tolerate. 
The enlarged Government expenditure finds its 
way in the first place to the iron and steel and 
armament firms which constitute the most 
powerful sections of capitalist industry. That 
the last-named section is not above using what- 
ever means are in its power in order to promote 
expenditure on armaments has been revealed by 
recent enquiries into the activities of the muni- 
tion makers. It would be naive to suggest thati 
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twentieth century capitalism is run by the 
armaments groups, but these capitalists put 
themselves to much greater pains than other 
sections of industry to gain political influence 
and to have a say in the Press. In consequence, 
the mouthpieces of capitalist opinion are much 
more indulgent to deficit financing when devoted 
to armaments than when it is devoted to any 
other and more useful object. An expenditure 
of 500,000,000 on the building of working- 
class houses, providing new schools, or a badly 
needed network of State hospitals would be met 
by the outcry of “unsound finance”, “driving 
the State to bankruptcy”, or even “Bolshevism 
run mad”. Despite the proved facts of the 
impossibility of bringing up a healthy family on 
the present scale of unemployment allowances, 
any suggestion to increase these v'ould be 
howled out of existence. But the prospect of 
spending 500,000,000 on an expenditure 
such as rearmament, which does nothing to 
increase the health of the people or the amenities 
of life, is met with a smug approval by the most 
respected Press organs without a hint or sug- 
gestion of unsound finance. 

During the first nine months of 1937 the 
German State raised 2,200,000,000 marks by 
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three rearmament loans, apart from other bor- 
rowing. The loan was floated at a little less 
than par at 4^%, and one-sixth of the principal 
is due to be repaid in each of the years 1947-52. 
The very method of redemption illustrates the 
hand-to-mouth nature of the expedient. This 
promise of repayment in a few years’ time is a 
regular feature of Nazi borrowing. The colossal 
burden on the German economic structure of a 
decade hence if it attempts to repay the loans 
hardly bears calculation. Quite apart from the 
consideration that the State of those days will 
be unable to bolster up the economic structure 
as the German Government is now doing, the 
process of repayment must cause an enormous 
shrinkage of purchasing power (unless the holders 
of the redeemed bonds can be persuaded im- 
mediately to spend the funds on personal 
income or invest them in production, which is 
unlikely, owing to the glut of capital caused by 
the repayments) . The amount of deficit financ- 
ing indulged in this year by these three loans is 
equivalent to about ;^i 10,000,000 (at twenty 
marks to the £). How much this falls short of 
the total German borrowing for the year it is 
impossible to say. The German economy is 
approaching a position of no great volume of 
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unemployment with a labour shortage in some 
trades (according to official figures at any rate). 
It has required the pumping into circulation of 
an amount of purchasing power of something 
over ;^i 10,000,000 in order to achieve this 
position. It may be enquired what would be 
the state of employment without these liberal 
doses of extraneous purchasing power. 

To what extent the capitalist powers will be 
prepared to pile up State debt to maintain the 
present armament boom lends itself to no 
categorical answer. This is not so much an 
economic question, as a matter of the struggle 
for power and the manoeuvrings of the various 
capitalist groups. Just as the munitions makers 
are not in the habit of sneezing at orders, so it 
can be imagined that the banks will have little 
objection to creating money out of nothing and 
lending it to the Government at a rate of interest. 
As shown in the discussion on deficit financing 
(Chapter IV), the interest payments for which 
the State renders itself liable very soon assume 
proportions big enough to upset any budget. 
Such payments can only be maintained by a 
rigorous curtailment of expenditure on social 
services or other useful public expenditure, or 
by a drastic rise in the level of taxation. The 
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difficulty could be solved from time to time by 
a repudiation of the State debt by such devices 
as inflating the currency until it becomes value- 
less, as Germany got rid of her war debt in 
1923. But such tactics can never become the 
recognised policy of a capitalist State, because 
the very knowledge that the State intended to 
repudiate its obligations after a few years would 
prevent it from borrowing at all. During war- 
time, paradoxically enough, the difficulty of 
raising vast State loans offers few difficulties. 
Few people, in such a situation, are disposed 
to enquire how the money is raised. In time of 
peace, the creation of thousands of millions 
of pounds by the privately-owned joint-stock 
banks, and the profitable lending of this money 
to the Government, would provoke adverse 
comment. But in time of war the banks would 
be praised for their patriotism. Only after the 
war is over do the limitations of deficit financing 
become a pressing embarrassment. 

By way of conclusion of these remarks on the 
rearmament programmes, we can see no grounds 
for complacency in a world capitalism which 
relies for an adequate flow of purchasing power 
upon such expenditure. A halt must be called 
before many years are out. The proposed 
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capital outlay by the British Government in 
the next five years will necessitate ,{^45, 000, 000 
a year of additional taxation to meet the interest 
alone. But Britain, even with the enormous 
scale of her present National Debt, will probably 
be able to stand an orgy of deficit financing for 
longer than Germany. There is a real danger that 
a State, finding itself financially embarrassed, and 
unable to attract further loans, may resort to 
war rather than face the certain catastrophy of 
another slump. 



CHAPTER XV 


CONCLUDING REMARKS 

The capitalist social relationships are at the base of the 
problem — No solution to the dilemma in sight — Capitalism 
will not simply “collapse” — Living on make-shifts and 
destruction — The attitude of the social classes — A solution 
demands the abolition of the employer-employee relationship, 

“Revolutionaries sometimes try to prove 
that there is no way out of the crisis. That 
is a mistake. There is no such thing as 
absolutely hopeless positions.” — Lenin, 
speech at the Second Congress of the 
Communist International, 1920. 

As THE ANALYSIS of this essay was completed, 
and its conclusions tested by an examination of 
some of the characteristic disturbances of the 
capitalist economy, the reader must often have 
pondered over the unknown which lies ahead. 
Our analysis has followed capitalism through 
its various phases, each phase being ushered in 
by some major qualitative development. Yet the 
primary dynamic force, the rising productivity 
of human effort, was observed to transcend these 
changes of quality, since it is the corollary to 
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those social relationships of the classes which 
are capitalism. That “ the bourgeoisie cannot 
exist without constantly revolutionising the in- 
struments of production”^ is just as much now 
a law of monopoly imperialist-capitalism, as it 
was of the competitive capitalism of 1848. 
Each qualitative development within the limits 
of the capitalistic social form appeared as a 
response to the dilemma of the limited market 
and its external manifestations of over-production, 
unemployment, and low profits. As each barrier 
was approached, means seemed to be evolved 
of surmounting it. 

As we survey the world capitalist economy of 
the post-war period, we observe convulsions far 
more destructive, the barrier of the market 
far more formidable, than in any previous 
period. Any new qualitative change capable of 
giving the vast productive forces of the twentieth 
century a new lease of life will have to be un- 
thinkably enormous. It is not a question of 
providing expanding markets for one capitalist 
economy, but for fifty. A new imperialism 
capable of fulfilling the need would have to 
establish trade relations with and political domi- 
nation over Mars. Nor do the governing classes 

^ The Manifesto of the Communist Party, Marx and Engels, 1848, 
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show any inclination to raise the consumption 
standards of the world’s hundreds of millions of 
poverty-stricken toilers. Now, as always, the 
necessary effort to discipline their own predatory 
and exploiting motive of profit cannot be 
expected of the dominant economic class. They 
cannot even resist the temptation to depress 
living standards and so aggravate the general 
crisis of their economy. Certainly the requisite 
qualitative development is not at hand, and it 
is hard to envisage whence it can come. It is 
significant, moreover, that for the first time in 
capitalism’s history has the required adaptation 
failed ; the partial recovery from the recent 
depression has been shown to be due to a series 
of palliatives, such as deficit financing, rearma- 
ment, the housing boom, currency depreciation, 
which merely delay the day of reckoning. 
Ironically enough, the most important qualita- 
tive change now being operated, namely the 
rapid transference of the remainder of produc- 
tion to a monopolistic form, allows the dynamic 
of productivity to work itself out, uninterrupted 
and uncompensated, in a more purely destruc- 
tive manner. 

A general realisation of the difficulties of 
modern capitalism have led many people to talk 
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glibly of its “collapse”. During the recent crisis 
it was often speculated whether the system would 
“collapse” or not. The metaphor was presum- 
ably that of a house, or bridge, whose structure 
was rotten, and which could quite literally 
collapse. But transfer the notion to an economic 
system, and it is hard to envisage what actual 
process these people have in mind, if any. 
Obviously it cannot fall down like a house or 
a pack of cards, because it is not subject to 
the laws of gravitation. Nor is it imagined 
that the factories will fall down, the ships sink, 
and the trains run off the railway lines. The 
capitalist economic structure is a complex of 
social relationships — employer and employee, 
buyer and seller, landlord and tenant, rentier, 
pauper. The only way to pose the question as 
to the survival ability of capitalism, is to ask 
whether these relationships will be dissolved and 
supplanted by new ones. 

Although we have been able to formulate a 
series of laws, or methods of behaviour of the 
capitalist economy as a whole, this does not 
mean that it is a mechanism such as a clock or 
internal combustion engine. This analysis has 
revealed a constant tendency for purchasing 
power to fail; but it cannot be deduced there- 
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from that the capitalist system will run itself 
down to a standstill. The component parts of 
the system are social classes, composed of living 
human beings with wants and aspirations, with 
a certain freedom of action, and an ability to 
decide their attitude to the social relationships. 
One may expect those who have the most to 
gain by the conservation of the capitalist system 
to work actively with this objective, and those 
on whom it bears most hardly to examine the 
possibility of substituting another social system, 
such as a Socialist society, which is free from 
the inherent weaknesses of capitalism. We have 
seen how the governing classes have obeyed 
this law by “bolstering up” capitalism with a 
series of make-shifts. These have mainly taken 
the form of a plundering of the non-capitalist 
sections of the community, of a mutual stealing 
of markets by the national capitalist groups, 
and the artificial inducement of destruction. 
Each make-shift is only applied at the cost of 
reducing the living standards of the masses of 
humanity, the toilers. So long as these masses 
are prepared to tolerate renewed applicaJ 
tions of this medicine, the capitalist social 
relationships will remain intact, even though 
this entails a reversion to a more primitive 
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economy. At this stage the survival of capitalism 
becomes a political question involving the 
effectiveness of the resistance of the oppressed, 
and the clarity of their perspective of the new 
order of society. It has been shown that war 
offers a capitalist society the most perfect of 
palliatives. It not only solves the market prob- 
lem completely during its actual duration, but 
generates a post-war boom such as that of 
1919-20, when articles of consumption and 
capital goods were demanded to replace those 
worn out or destroyed. Whether capitalism is 
able to give itself repeated new leases of life by 
a resort to war, depends upon the acquiescence 
of humanity in the ghastly process. 

In the analysis of this book, a claim has been 
made, to explain exactly why the capitalist 
system bears within itself the strange contra- 
diction of being able to produce wealth and 
yet not distribute it to a needy world. The 
paradox, all too apparent, and yet not so 
obviously explicable, has caused economist and 
layman alike to ask, “What is choking the flow 
of goods to the consumer? What social adapta- 
tions must take place before the contradic- 
tion is resolved? Does this entail the abolition 
of capitalism, and will Socialism solve the 
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problem?” The analysis has centred round the 
strict limitation of the flow of purchasing power 
accruing to employees, and the tendency to 
reduce this purchasing power relatively to the 
growth of productive forces. The limitation of 
incomes arises from the employer-employee 
relationship. The main lever of production and 
of investment is not consumption but profit. 
The capitalist does not aim to produce, but to 
secure the largest possible margin between the 
costs and his receipts in his trading operations. 
Since the incomes of employees arise in the 
first place as cost items on the balance sheet, 
this origin entails their being kept as low as 
possible. The essential pre-requisite for the 
removal of the barrier between production and 
consumption is the abolition of the profit- 
incentive and the employer-employee relation- 
ship. No man must be permitted to control; 
means of production, and control and limit the 
incomes of other human beings, in such a way 
that the more he limits their incomes, and 
the lower he drives their standard of life, the 
greater become his wealth and power, and the 
more privileged and honoured his position in 
society. 







